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ABSTRACT 
The present study i s b a s i c a l l y a study of the main 
aspects of f i s c a l s t r u c t u r e and p o l i c y i n I r a q during 
1953-1963, and with ref e r e n c e to t h e i r e f f e c t s on 
economic growth i n I r a q . The study i s di v i d e d i n t o 
f i v e chapters and three appendices. 
Chapter one d e a l s mainly with the e x p o s i t i o n of the 
n a t i o n a l accounts of the I r a q i economy, with some 
emphasis on the r o l e of the government's s e c t o r . T h i s 
chapter forms the f a c t u a l background against which 
problems of f i s c a l s t r u c t u r e and p o l i c y i n I r a q are 
examined. S i n c e the expos i t ion in chapter one has been 
based mainly on one s i n g l e source of s t a t i s t i c a l 
m a t e r i a l on the n a t i o n a l accounts of I r a q , other 
a l t e r n a t i v e estimates are shown i n Appendix 1. 
Appendix 2 in c l u d e s a b r i e f survey of the major 
conceptual problems involved i n the measurement of 
n a t i o n a l income. 
Chapter two includes a d e t a i l e d a n a l y s i s of the 
r o l e of f i s c a l p o l i c y i n a c c e l e r a t i n g the growth r a t e 
of an underdeveloped economy. While i t has been 
attempted to an a l y s e a wide range of problems involved 
i n f i s c a l p o l i c y the problem of the e f f e c t of f i s c a l 
p o l i c y on the r a t e of c a p i t a l formation was s t r e s s e d 
i n p a r t i c u l a r , s i n c e the r a t e of c a p i t a l formation i s 
viewed as the primary parameter of growth. Hence, 
chapter two forms the a n a l y t i c a l background against 
which problems of f i s c a l s t r u c t u r e and p o l i c y i n I r a q 
are examined. 
Chapter three examinee the revenue system and tax 
p o l i c y i n I r a q . The f i r s t three s e c t i o n s examine the 
revenue system i n general, w h i l e the fourth s e c t i o n 
includes a d e t a i l e d a n a l y s i s of tax p o l i c y i n I r a q . 
T h i s i s done mainly against the f a c t u a l and a n a l y t i c a l 
backgrounds a l r e a d y developed i n the previous two 
chapters. 
Chapter four includes a d e t a i l e d examination of the 
p a t t e r n of government expenditure i n I r a q , mainly with 
r e f e r e n c e to i t s p o s s i b l e e f f e c t s on the r a t e of c a p i t a l 
formation i n the economy. 
V. 
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Chapter f i v e i n c l u d e s the summary and c o n c l u s i o n s 
of the study. F i n a l l y , a l l t a b l e s are included i n 
the s t a t i s t i c a l appendix. 
v i . 
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Chapter I . 
IRAQ * NATIONAL ACCOUNTS and ECONOMIC STRUCTURE. 
The present study i s b a s i c a l l y a case study o l p u b l i c 
f i n a n c e , and the problems attached to i t i n an underdeveloped 
s e t t i n g * IRAQ. Thus the above t i t l e may seem at f i r s t to 
be i r r e l e v a n t . Vet i t seems n e c e s s a r y t o present an 
account of the b a s i c f e a t u r e s of I r a q ' s economy, and the main 
s t r u c t u r a l changes that occurred I n i t during the l a s t decade. 
Such an account may be of m a t e r i a l Importance i n p r o v i d i n g 
a u s e f u l f a c t u a l background, a g a i n s t which problems of 
f i s c a l p o l i c y i n I r a q can be viewed. The importance of the 
above become* e v i d e n t , e s p e c i a l l y when measures o l f i s c a l 
p o l i c y r e l a t e t o the economy as a whole, r a t h e r than to a 
s p e c i f i c problem. 
Although i t i s intended to present a d e t a i l e d 
e x p o s i t i o n of I r a q ' s n a t i o n a l accounts f o r the period 
1951*1963, no attempt w i l l be made t o d i s c u s s the whole 
range of t h e o r e t i c a l problems involved i n the measurement 
of n a t i o n a l income. F o r c l e a r l y such a d i s c u s s i o n f a l l s 
beyond the l i m i t s of the present study. Nevertheless a 
b r i e f e x p o s i t i o n of few rel e v a n t problems of measurement w i l l 
follow, ^ i n c l u d i n g an attempt to give a simple d e f i n i t i o n 
of n a t i o n a l income. 
(1) See /.ppendix 2. ( C h . l . ) . 
-2« 
I . R a t i o n a l Income - C c f i R i t i o n - Methods of Measareroent. 
(2) 
N a t i o n a l income can be defined as the aggregate 
net v a l u e of a l l the f i n a l goods and s e r v i c e s produced 
during a year ( a t f a c t o r c o s t ) , expressed i n terms of money. 
Thus 
National Income « (Aggregate of f i n a l goods and 
(3) 
s e r v i c e s x Market P r i c e s ) - Net I n d i r e c t Taxes. 
Nov t o a r r i v e a t the net value of f i n a l goods and 
s e r v i c e s i n any production u n i t of our economic system, i t 
i s v i t a l to exclude intermediate products, thus i n s u r i n g 
that no double counting has occurred i n compiling our 
accounts. By s u b t r a c t i n g the t o t a l value of impute from the 
t e t e l value of production of any productive u n i t we a r r i v e a t 
the net* product of that p a r t i c u l a r u n i t . Thus n a t i o n a l 
income may be viewed as the aggregate sum of the net 
products of a l l the productive u&ita of the economy. 
So f a r we have only considered the measurement of 
n a t i o n a l income from the production s i d e . An a l t e r n a t i v e 
method to measure and defiue n a t i o n a l income i c to view i t as 
the aggregate net income ac c r u i n g to a l l f s c t a r a of 
(2) F o r f u r t h e r e l a b o r a t i o n s on the problem of d e f i n i t i o n see 
KuaeAt»,S."National Incomes A Summary of F i n d i n g s " (New York 
1946)p.p.1-2, Stone,R and C "National Income and Expenditure" 
(Bowes and Bowes,London,1962)p.p.9-22, and H i c k s , J.R."The 
S o c i a l Framework"(Oxford.1952)p.p. 111-129. 
(3) Net i n d i r e c t Taxes e I n d i r e c t Taxes - S u b s i d i e s , 
(4) The term net i s used above only to denote a q u a n t i t y as 
being f r e e of dcubic counting of intermediate products. F u r t h e r 
e l a b o r a t i o n on the above concept w i t h r e f e r e n c e to the problem 
of d e p r e c i a t i o n , i s continued i n Appendix 2 (Ch.1:) 
production i n a country during one year. Such an approach may 
be termed aa the income apprg§eh, and i t s success i n 
measuring n a t i o n a l income w i l l be determined p r i m a r i l y by the 
a v a i l a b i l i t y of a r e l a t i v e l y wide range of income 
s t a t i s t i c s . F i n a l l y * n a t i o n a l income can be considered from 
the expenditure s i d e , as the aggregate of a l l f i n a l 
expenditures on consumption and net investment by a l l those 
who perform f i n a l purchases i n the economy. Consequently, 
i t can be seen that n a t i o n a l income may be estimated by 
using any of the above o u t l i n e d approaches. T h e o r e t i c a l l y , 
any method should y i e l d e x a c t l y the same t o t a l , i f our above 
concepts are defined c l e a r l y . Yet i n p r a c t i c e we f i n d that 
t h i s ©ay not be the c a s e , mainly because of some conceptual 
d i f f i c u l t i e s , * 5 * and p a r t l y due to s t a t i s t i c a l d i f f i c u l t i e s . 
The choice of method i n e s t i m a t i n g the n a t i o n a l income 
f o r any country w i l l depend on two s i g n i f i c a n t f a c t o r s . 
F i r s t l y , i t w i l l depend on the pnrpose to which the estimates 
are prepared f o r . Secondly, i t w i l l depend on the nature and 
a v a i l a b i l i t y of the r e l e v a n t s t a t i s t i c a l data. Thus i f the 
main aim of estimating n a t i o n a l income i s to study c a p i t a l 
formation, then the expenditure approach would appear to be the 
required one. I f on the other hand n a t i o n a l income estimates 
are mainly r e q u i r e d to study the r e l a t i v e shares of f a c t o r s 
i n the n a t i o n a l income, and the changes i n such d i s t r i b u t i o n 
over time, then the income "approach w i l d appear to g e *^e 
(9) See I b i d . 
«4* 
most s u i t a b l e . F i n a l l y , i f the main purpose of e s t i m a t i n g 
n a t i o n a l income I s to obtain a d e t a i l e d account of the 
s t r u c t u r e of the economy, add to study the changes I n the 
r e l a t i v e v a l u e s of various s e c t o r s over time, then the 
production approach would appear to be the most s a t i s f a c t o r y . 
Thus the p r e s e n t a t i o n of the n a t i o n a l accounts of I r a q i n the 
present chapter w i l l mainly u t i l i s e the estimates of 
( 6 ) 
Dr.Haaeeb, ' s i n c e he used mainly the production approach i n 
( 7 ) 
a r r i v i n g a t h i s estimates. Other estimates,* 'were 
p r e v i o u s l y made of the n a t i o n a l income of I r a q , but the followin] 
account w i l l be based mainly on Haseeb's e s t i m a t e s , s i n c e the 
main purpose of p r e s e n t i n g I r a q ' s n a t i o n a l accounts i n the 
present study, i s to view the s t r u c t u r e of the I r a q i economy 
as a f a c t u a l background a g a i n s t which problems of f i s c a l 
s t r u c t u r e and p o l i c y c a n be c r i t i c a l l y examined. 
Furthermore, s t a t i s t i c a l d i f f i c u l t i e s p l a y a r o l e i n 
determining the choice of method to estimate n a t i o n a l income. 
The a v a i l a b i l i t y of a r e l a t i v e l y wide range of income, 
expenditure, and production d a t a , enables most developed 
c o u n t r i e s to e s t i m a t e t h e i r n a t i o n a l incomes, through any of 
(6) Haaeeb.K."The National Income of I r a q 1953-1961" (Oxford 
U n i v e r s i t y P r e s s 1964). L a t e r the above author, i n a l e c t u r e 
d e l i v e r e d to a seminar arranged by the Economic Research 
I n s t i t u t e (American U n i v e r s i t y of B e i r u t ) , o n the29th May 1964, 
r e l e a s e d h i s estimated of the n a t i o n a l income of I r a q f o r the 
two subsequent y e a r s 1962 and 1963 i n H N a t i o n a l Income of Iraq, 
1962 and 1963"(mimeo,1964). T h i s contained i n a d d i t i o n the 
r e v i s e d e s t i m a t e s for the p e r i o d 1953-1961. 
(7) Fenelon,K.G."Iraq-National Income and Expenditure 1950*1956." 
( A l - R a b i t a p r e s s -Baghdad,1958), r n d Maniakln*V."Introduction to National Accounting i n I r a q f o r 1956-1960(prepared a t the 
o f f i c i a l request of the M i n i s t r y of Planning-mimeo.1961).For a 
d e t a i l e d account of the above two e s t i m a t e s see Appendix.1. 
Ch. 1. 
•5» 
the above o u t l i n e d approaches* l a c o n t r a s t most underdeveloped 
c o u n t r i e s a r e handicapped by the l a c k , and r e l a t i v e l y narrow 
coverage o l s t a t i s t i c a l data. Thus i f f o r Instance we 
wanted t o estimate I r a q ' * n a t i o n a l income through the income 
approach, we would soon f i n d such a task t o be extremely 
d i f f i c u l t s i n c e we must r e l y mainly on Information provided 
by Incests Tax Re tu f a s . Where the minimum exemption l e v e l from 
income t ax i n I r a q at present i s 450 ( I . D . ) * 3 * f o r the s i n g l e 
person, i t seems very improbable that the tax r e t u r n s would 
r e v e a l the Incomes of the m a j o r i t y of the population, when one 
considere that the average per c a p i t a income I n I r a q during 
1953-1963 ( a t constant 1956 p r i c e s ) was about 58 < I . D . ) ! 9 ) 
The s i t u a t i o n on expenditure s t a t i s t I c e i s hardly any b e t t e r 
i n I r a q , thus the production approach may seem to be the best.^ 
,Ut ft»Monal l n c * W U ) 1?S3»1«63, 
Here an estimate of the n a t i o n a l income of I r a q , ( a t both 
c u r r e n t and 1956 constant p r i c e s ) w i l l be presented. 
Table 1, shows c l e a r l y t h a t n a t i o n a l income has in c r e a s e d 
i n absolute terms dur i n g the pe r i o d 1953-1963. At c u r r e n t 
p r i c e s * n a t i o n a l Income has i n c r e a s e d from 244 (I.D.m.) i n 1953 
to 515.4(I.D.m,) i n 1963* At constant 1956 p r i c e s , i t has 
increased from 262,8 U.D.m.) I n 1953 to 489.5 (I.D.m.) i n 
1963. Here i t would seem more u s e f u l to measure r a t e s of 
(8) See, Republic of I r a q • Income Tax Law Ho*95(1959) as amended, 
S e c t i o n 12, 
(9) See Table,2. 
(10) T h i s I s so from a p u r e l y e t a t i s t l c a l angle and not n e c e s s a r i l y 
from a t h e o r e t i c a l point of view, 
(11) n a t i o n a l Income I s net n a t i o n a l product a t . f a c t o r cost bv 
growth r a t h e r than consider only absolute f i g u r e s . 
At c u r r e n t p r i c e s , the annual r a t e s of growth have 
f l u c t u a t e d between a minimum of 2. If* i n 1963, and a 
maximum of 16,4% I n 1954, g i v i n g an average annual r a t e of 
growth of 7.9% f o r the above period. At constant 1956 p r i c e s , 
the range of f l u c t u a t i o n i n the annual r a t e s of growth was 
r e l a t i v e l y more severe, ranging from a minimum of •?.3£ i n 1955 
to a maximum of 22.6% i n 1954, g i v i n g an average annual r a t e 
of growth of 6.8% f o r the same period. 
Although n a t i o n a l Income a t constant 1956 p r i c e s has 
almost doubled* 1 2*during the period 1953-1963, i t may be 
i n t e r e s t i n g and u s e f u l to attempt an e x p l a n a t i o n of the 
d i f f e r e n t i a l s i n the annual r a t e s of growth.* 1 3' The negative 
r a t e of growth of »?.3% f o r 1955 ( a t constant 1956 p r i c e s ) 
may be explained mainly due to the f a l l i n the net value added 
i n the a g r i c u l t u r a l s e c t o r during that year. The net value 
added i n the a g r i c u l t u r a l s e c t o r f e l l from 113.8(I.D.m.) i n 
1954 to 68.4 (I.D.m.) i n 1955 ( a t constant 1956 p r i c e s ) . * l 4 ) 
With the a g r i c u l t u r a l s e c t o r accounting f o r approximately 
over 30% of n a t i o n a l income i n 1954 ( a t constant 1956 p r i c e s ) , * 
i t i s evident that such a major v a r i a t i o n i n the net value 
added i n that s e c t o r , would c l e a r l y a f f e c t the magnitude of 
change i n the n a t i o n a l income c o n s i d e r a b l y . The r e l a t i v e l y 
(12) See Table.1. 
(13) A f u l l e r d i s c u s s i o n of the above point f o l l o w s l a t e r i n the 
chapter. Only a general e x p l a n a t i o n i s o f f e r e d above, s i n c e a 
more d e t a i l e d one i s not p o s s i b l e without r e f e r e n c e to s p e c i f i c 
s e c t o r a l accounts. 
(14) See T a b l e 3. 
(15) I b i d . 
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low r a t e * of growth of 4.1% and 4.2% f o r the years 1957 and 1958, 
were mainly due t o the Sues c r i s i s and i t s a f f e c t s on the 
flow of crude o i l exports. The net value added of crude o i l 
e x t r a c t i o n * 1 6 ' d e c l i n e d from 152(1.D.m. > to 98(1.D.ei.) d u r i n g 
1955*1957; ' Considering that the net value added of crude 
o i l e x t r a c t i o n ranks second i n r e l a t i v e importance among 
the s e c t o r s of the I r a q i economy s i n c e i t accounts f o r w e l l 
(18) 
over 20% of n a t i o n a l income ( a t constant 1956 p r i c e s ) ; ' i t 
i s evident that the above major d e c l i n e would r e f l e c t i t s e l f 
through changes i n the n a t i o n a l income. The extremely low 
ra t e of growth of 1.5% f o r 1959, was mainly due to the f a l l 
i n the net value added of the a g r i c u l t u r a l s e c t o r , which f e l l 
from approximately 89(I.D.m.) i n 1958,. t o 66(I.D.m.) i n 1 9 5 9 ? 1 9 * 
The negative r a t e of 1963 was mainly due to the f a l l i n the 
net value added of the a g r i c u l t u r a l s e c t o r , and due to the 
general s l i g h t d e c l i n e i n the net v a l u e s added of most of the 
other s e c t o r s except crude o i l e x t r a c t i o n . 
I I I . Per C a p i t a National Income 1953-1963. 
I t i s c l e a r from the above e x p o s i t i o n that I r a q ' s n a t i o n a l 
income has increased i n r e a l terms ( a t constant 1956 p r i c e s ) . 
But i t must be evident a t once t h a t the r e a l improvement i n the 
standard of l i v i n g has not r i s e n correspondingly, s i n c e a pa r t 
the r e a l i n c r e a s e i n n a t i o n a l income was absorbed by i n c r e a s e s 
i n population. Thus i f we l i n k the above n a t i o n a l income 
s e r i e s ( a t constant 1956 p r i c e s ) , with the corresponding 
(16) T h i s accounts f o r almost 100% of the t o t a l v a l u e added of the 
whole of the mining and quarrying s e c t o r i n the I r a q i economy. 
(17) Haseeb,K.op.cit. Table 46.p.82. 
(18) See Table 4. (19) See Table 3. 
population a e r i e s f o r the sane period 1953*1963, we o b t a i n a 
a e r i e s showing per c a p i t a income i n I r a q and i t s growth r a t e 
( a t constant 1956 p r i c e s ) . ^ 2 0 * Table 2 shows the r e a l growth 
of per c a p i t a income i n I r a q f o r the p e r i o d 1953*1963. The 
average annual r a t e of growth of per c a p i t a Income I n I r a q 
f o r the above p e r i o d i s approximately 4.7?», although the 
annual r a t e s of growth f l u c t u a t e d between a minimum of -9.2% 
i n 1955, t o a maximum of 20.4$ i n 1954. 
(21) 
IV. The S t r u c t u r e of the Economy. * 
The s t r u c t u r e of the I r a q i economy I s b e s t shown by 
p r e s e n t i n g the d e t a i l e d n a t i o n a l accounts of I r a q , T h i s w i l l 
enable us to a s s e s s the r e l a t i v e importance and present 
c o n t r i b u t i o n ( a b s o l u t e and r e l a t i v e ) of each eeetor to the 
aggregate l e v e l of economic a c t i v i t y i n I r a q . Furthermore, 
by comparing the r e l a t i v e s e c t o r a l f i g u r e s over the whole 
period 1953*1963', we w i l l be able to examine the v a r i o u s 
s t r u c t u r a l ^ 2 2 ^ changes that occurred I n the I r a q i economy 
during the above period* end a s s e s s t h e i r s i g n i f i c a n c e . The 
s e c t o r a l c l a s s i f i c a t i o n i n t a b l e 3 f o l l o w s c l o s e l y the 
(20) The same could be done w i t h the c u r r e n t p r i c e s e r i e s , but s i n c e 
we a r e mainly i n t e r e s t e d i n examining the r e a l changes of per 
c a p i t a Income, our c a l c u l a t i o n s have been confined to constant 
1956 p r i c e s s e r i e s . 
(21) 0 n l y constant 1956 p r i c e s data w i l l be used i n the above s e c t l o i 
s i n c e we are mainly i n t e r e s t e d i n r e a l changes of v alues 
added(absolute and r e l a t i v e ) of the v a r i o u s s e c t o r s . 
(22) The t e r m " s t r u c t u r a l changes" may have v a r i o u s i n t e r p r e t a t i o n s , 
each varying according to how one d e f i n e s the term " s t r u c t u r e " . 
The above, i s used to denote the r e l a t i v e changes i n the v a lues 
added of the v a r i o u s s e c t o r s of the I r a q i economy. 
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recommendations of the s t a t i s t i c a l o f f i c e of the United Nations 
i n i t s v a r i o u s p u b l i c a t i o n s ; ' The only, v a r i a t i o n s a r e to 
be found i n s e c t o r s 8,9 and 11. The e i g h t h s e c t o r (Banking, 
Insurance and Real E s t a t e ) r e p r e s e n t s the net value added of 
banks, f o r e i g n exchange operators, post o f f i c e savings 
deposits department, insurance companies and agents, r e a l 
(24 J. 
e s t a t e companies, and house brokers. The n i n t h s e c t o r 
(ownership of D w e l l i n g s ) , r e p r e s e n t s the value added of the net 
(25) 
r e n t a l value of d w e l l i n g s , whether rented or owner-occupied. 
The e l e v e n t h s e c t o r ( s e r v i c e s ) covers a r e l a t i v e l y wide range 
of s e r v i c e s such as cinemas, c l u b s , h a i r d r e s s e r s e t c * 2^' 
Table 3 shows the net value added of each s e c t o r i n I r a q 
f o r the p e r i o d 1953*1963 ( a t constant 1956 p r i c e s ) . Now to 
a s s e s s the b a s i c f e a t u r e s and trends i n the s t r u c t u r e of 
I r a q ' s economy, i t would be more u s e f u l t o consider the data 
i n t a b l e 3 i n a r e l a t i v e fona. S i n c e we a r e b a s i c a l l y i n t e r e s t e d 
i n comparison over time, a comparison of the r e l a t i v e shares 
of the v a r i o u s s e c t o r s i n 1953, with those f o r 1963, should 
give us a c l e a r idea of the b a s i c s t r u c t u r a l trends t h a t 
occurred i n the I r a q i economy during the above period. 
Table 4 shows c l e a r l y that by f a r the l a r g e s t s e c t o r s i n 
the I r a q i economy a r e the a g r i c u l t u r a l and crude o i l 
(27) 
e x t r a c t i o n * ' s e c t o r s . I n 1953, the combined r e l a t i v e shares 
(23) See Haeeeb.K. (roineo) op.clt.p.36. 
(24) Haeeeb.K.(mimeo) op.cit.p.36. 
(25) I b i d . 
(26) Ibid.p.38. 
(27) Adjusted for "payments to abroad" 
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of the above two s e c t o r s accounted l o r 53.6% of I r a q ' s n a t i o n a l 
income ( a t constant 1956 p r i c e s ) , while the corresponding 
f i g u r e f o r 1963 was 45.8%. Thus the above two s e c t o r s s t i l l 
account f o r about h a l f of I r a q ' s n a t i o n a l income ( a t constant 
1956 p r i c e s ) . Although a g r i c u l t u r e was the l a r g e s t s i n g l e 
s e c t o r i n 1953* i t s r e l a t i v e share of I r a q ' s n a t i o n a l 
income has d e c l i n e d during 1953-1956. F o r while i t s r e l a t i v e 
share accounted f o r 16.47* i n 1963. Meanwhile the r e l a t i v e 
share of the o i l s e c t o r (mining and quarrying) has increa s e d 
from 21% i n 1953, to 29.4% i n 1963. Although the manufacturing 
s e c t o r ' s share accounted f o r only 11,3% of I r a q ' s n a t i o n a l income 
In 4963, i t i a important to note that i t f l r e l a t i v e : share has 
e x h i b i t e d a r e l a t i v e l y f a s t r a t e of growth during the—above 
period, f o r the average annual r a t e of growth of the 
manufacturing s e c t o r was about 13% during the above period ( a t 
constant 1956 p r i c e s ) . 
Table 5 shows the r e l a t i v e growth i n each s e c t o r ( a t 
constant 1956 p r i c e s ) . The highest compound r a t e of growth 
f o r any s i n g l e s e c t o r was achieved.by the E l e c t r i c i t y and 
Hater s e c t o r , 16.7%. The manufacturing s e c t o r e x h i b i t e d 
the second highest r a t e 11,5%, while the p u b l i c A d m i n i s t r a t i o n 
and Defence s e c t o r ' s , r a t e of growth was 10,5% f o r the above 
period. I t i s extremely I n t e r e s t i n g to note the negative 
compound r a t e of growth of -.6% achieved by the a g r i c u l t u r a l 
s e c t o r during the above period. T h i s low r a t e of growth I n 
the a g r i c u l t u r a l s e c t o r does not n e c e s s a r i l y imply a l e s s e r 
- J l -
degree of r e l i a n c e or a g r i c u l t u r e , r a t h e r i t mar i n d i c a t e 
the f a i l u r e s of heavy a g r i c u l t u r a l investment6 i n I r a q d u r i n g 
(28) 
the e a r l i e r p a r t of the above period. 
F i n a l l y , l e t us attempt a broader regrouping of the 
v a r i o u s s e c t o r s i n t o a t h r e e f o l d grouping, the a g r i c u l t u r a l 
(primary production) s e c t o r , the i n d u s t r i a l (secondary 
production) s e c t o r , and the s e r v i c e s ( t e r t i a r y production) 
s e c t o r . The primary production s e c t o r i n the above 
c l a s s i f i c a t i o n i s defined to include the a g r i c u l t u r a l s e c t o r 
(29) 
and crude o i l e x t r a c t i o n : The secondary production s e c t o r 
i n c l u d e s , manufacturing, o i l r e f i n i n g , c o n s t r u c t i o n , 
e l e c t r i c i t y and water, and the transport s e c t o r . The 
remainder of the s e c t o r s are included i n the t e r t i a r y production 
s e c t o r . I t can be seen from t a b l e 6, that the r e l a t i v e share 
of the primary s e c t o r has d e c l i n e d from 53.1% i n 1953 to 
45.8% i n 1963. The shares of the secondary and t e r t i n r y 
production s e c t o r s have both i n c r e a s e d , with the r e l a t i v e share 
of the t e r t i a r y product ion s e c t o r showing a f a s t e r r a t e of 
i n c r e a s e than that of the secondary production s e c t o r . 
(28) Haseeb,K. (mimeo) op.cit.p.p.4-5, The above^$*4lit i s 
d i s c u s s e d i n more d e t a i l i n Ch.4. 
(29) Haseeb i n c l u d e s t h i s under the broad s e c t o r of i n d u s t r i a l 
(secondary)production. Such a c l a s s i f i c a t i o n i s questionable 
i n nature s i n c e the main aim of the above broad regrouping 
of s e c t o r s , i s t o o b t a i n a general i n d i c a t o r of the degree of 
i n d u s t r i a l i s a t i o n i n I r a q . Admittedly there may be other 
i n d i c a t o r s , but the main point here i s that s i n c e the above 
regrouping i s mainly done with r e f e r e n c e t o that s p e c i f i c 
context, I t may seem more reasonable to include crude o i l 
e x t r a c t i o n i n the primary production s e c t o r , s i n c e i t i s 
b a s i c a l l y " e x t r a c t i v e " r a t h e r than manufacturing i n nature. 
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V. t h e P u b l i c Sectoy. 
S i n c e the present study i s b a s i c a l l y a study of 
f i s c a l s t r u c t u r e and p o l i c y i n I r a q , i t seems ve r y 
n e c e s s a r y to present an account of the p u b l i c s e c t o r , 
shoving i t s s t r u c t u r e , and the chcngee i t has undergone 
during the period of the present study. Only a c o n c i s e 
and general e x p o s i t i o n w i l l be presented i n t h i s s e c t i o n , 
s i n c e the d e t a i l e d d i s c u s s i o n of the problems of tax 
p o l i c y and government expenditure, w i l l form the bulk 
of the fo l l o w i n g p a r t s of the present study. 
Table 7, shows the r e s p e c t i v e c o n t r i b u t i o n s of the 
p u b l i c and p r i v a t e s e c t o r s to n a t i o n a l income^ 3 0* by s e c t o r s 
i a t current p r i c e s ) f o r the years 1953 and 1960. ' Here 
we are mainly i n t e r e s t e d i n examining the changes i n the 
c o n t r i b u t i o n s of both p u b l i c and p r i v a t e s e c t o r s , to the 
various f o r e s of economic a c t i v i t y i n the I r a q i economy. 
Thus i t would be more u s e f u l i f we examine the data i n 
ta b l e 7 i n I t s r e l a t i v e form. Table 8, shows the r e l a t i v e 
c o n t r i b u t i o n s of the p u b l i c and p r i v a t e s e c t o r s to the 
various s e c t o r s of I r a q ' s economy. 
I t can be seen from t a b l e 8, that the r e l a t i v e 
share of the p r i v a t e s e c t o r s t i l l accounts fer 100ft of 
the a g r i c u l t u r e , Construction, and ownership of d w e l l i n g s 
s e c t o r s , ' furthermore the r e l a t i v e share of the p r i v a t e 
(30) I n terms of value added. 
(31) The 1960 f i g u r e s a r e the l a t e s t a v a i l a b l e f i g u r e s . 
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s e c t o r s t i l l accounts f o r w e l l over 98% of the o i l and 
wholesale and r e t a i l trade s e c t o r s . On the other hand the 
r e l a t i v e share of the p u b l i c s e c t o r accounted completely 
f o r the a d m i n i s t r a t i o n and defence s e c t o r s between 1953*1960. 
While the r e l a t i v e share of the p u b l i c s e c t o r accounted 
f o r only 58% of the power ( e l e c t r i c i t y and water) s e c t o r , 
i n 1953, i t accounted f o r the whole of t h i s s e c t o r i n 1960. 
The r e l a t i v e share of the p u b l i c s e c t o r i n c r e a s e d from 
30% (1953) to 41% (1960) of the transport s e c t o r , while 
the r e l a t i v e share of the p u b l i c s e c t o r i n the s e r v i c e s 
s e c t o r i n c r e a s e d from 42% i n 1953 to 71* i n 1960. The 
r e l a t i v e share of the p u b l i c s e c t o r i n the banking and 
insurance s e c t o r f e l l from 86% i n 1953 to 76% i n 1960,* 3 2* 
while i t s r e l a t i v e share of the manufacturing s e c t o r showed 
(33) 
an i n c r e a s e from 12,*to 16% during the same above period..* 
Consequently, i t would be u s e f u l t o examine the 
aggregate changes i n the r e l a t i v e shares of both s e c t o r s 
( p u b l i c andprlvate) i n the whole economy. I t l a c l e a r 
from t a b l e 9 that the aggregate r e l a t i v e c o n t r i b u t i o n 
of the p u b l i c s e c t o r t o the whole of economic a c t i v i t i e s 
i n I r a q has increased from 14.7% i n 1953 to 23.3% i n 1960. 
(32) The 1965 f i g u r e would be expected to be 100% s i n c e the 
whole of the banking and insurance s e c t o r has been n a t i o n a l i z e d ! 
See Republic of I r a q * n a t i o n a l i s a t i o n Law No.99(1964) -
S e c t i o n I , and Banking N a t i o n a l i s a t i o n !AW NO,10Q (1964). 
(33) Here again* the 1965 f i g u r e would undoubtedly be higher 
than that of 1960, s i n c e many i n d u s t r i e s have been n a t i o n a l i s e d 
r e c e n t l y and s u b j e c t to t o t a l S t a t e C o n t r o l f see Republic 
of I r a q - Law,No.98(1964). F o r a l i s t of companies 
n a t i o n a l i s e d , see the attached schedule i n Law(99)1964 o p . c i t . 
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Although the above f i g u r e s could h a r d l y provide a s u f f i c i e n t 
b a s i s f o r g e n e r a l i s a t i o n , yet one can not f a i l to see the 
i n c r e a s i n g r e l a t i v e importance of the p u b l i c s e c t o r ' s r o l e 
i n the I r a q i economy. 
So f a r we have only d i s c u s s e d the c o n t r i b u t i o n 
of the p u b l i c s e c t o r t o economic a c t i v i t y I n terms of v a l u e s 
added. Here i t I s important to note that the government's 
in f l u e n c e on the t o t a l l e v e l of economic a c t i v i t y does 
not depend only on how f a r does the p u b l i c s e c t o r c o n t r i b u t e 
to the n a t i o n a l product. Tor whi l e t h i s may s t i l l be of 
c o n s i d e r a b l e importance, i t i s the s l z e * 3 4 * o f the 
government's s e c t o r defined by end-use of resources that 
I s more Important f o r f i s c a l p o l i c y . Thus i t would be 
extremely u s e f u l to examine the s i z e of the government's 
s e c t o r i n I r a q ( d e f i n e d by end*use of r e s o u r c e s ) * * * ' 
T a b l e 10 shows government's t o t a l revenue and 
expenditure i n absolute and r e l a t i v e (ae a % of O.N.P.) 
terms I n I r a q f o r the pe r i o d 1953*1963. I t can be seen 
from table 10 that the r e l a t i v e e l s e of government 
revenue i n I r a q has f l u c t u a t e d between a minimum of 25% 
i n 1957 to a maximum of 36% i n 1955, g i v i n g an average 
of 32% f o r the whole above period. The r e l a t i v e e l s e of 
(34) The composition of the government's s e c t o r may be of extreme 
importance f o r f i s c a l p o l i c y , see Ch.4. 
(35) The above concept r e f e r s t o the d i s t i n c t i o n between 
resources d i v e r t e d to the use of the p u b l i c s e c t o r t o s a t i s f y 
p u b l i c wants and these d i v e r t e d to the p r i v a t e s e c t o r t o 
s a t i s f y p r i v a t e wants, i r r e s p e c t i v e whether those r e s o u r c e s 
were produced by the p u b l i c or p r i v a t e s e c t o r s . 
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government expenditure f l u c t u a t e d between a minimum of 23% 
i n 1953 to a maximum of 37% i n 1963 g i v i n g an average of 
32% f o r the whole period. 
V I . D i s t r i b u t i o n of National Income bv F a c t o r Income.; . 
The above p r e s e n t a t i o n of I r a q ' s n a t i o n a l accounts 
has r e l i e d mostly on production accounts. Nevertheless 
i t may be u s e f u l to examine the d i s t r i b u t i o n of n a t i o n a l 
.income according to f a c t o r incomes, examining at the same 
time the changes i n the r e l a t i v e shares of f a c t o r s . 
Table 11 shows the absolute and r e l a t i v e shares of 
f a c t o r incomes i n the n a t i o n a l income of I r a q ( a t c u r r e n t 
( 36) 
p r i c e s ) I t i s doubtful whether i t can be concluded 
from t a b l e 11 that the r e l a t i v e share of wages and s a l a r i e s 
i s i n c r e a s i n g and t h a t the r e l a t i v e shares of p r o f i t s 
I s d ecreasing, s i n c e the data i n t a b l e 11 i s measured at 
cur r e n t and not constant 1956 p r i c e s , thus a p a r t of the 
above r e l a t i v e change may be due to p r i c e changes, r a t h e r 
than r e a l changes i n the r e l a t i v e shares of f a c t o r s . 
it i s expected t h a t the r e l a t i v e share of wages and s a l a r i e s 
would keep i n c r e a s i n g mainly at the expense of the r e l a t i v e 
share ©f prof i t s . * 3 7 * 
(36) The above data i s not a v a i l a b l e at constant 1956 p r i c e s . 
(37) Twenty-five per cent of p r o f i t s of companies i n the p r i v a t e 
s e c t o r are to be d i s t r i b u t e d to labour, see Republic 
of I r a q - Company P r o f i t s , D i s t r i b u t i o n Law NO.101 (1964). 
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S t a t l s t l c a l Note. 
F i n a l l y , i t i s important to say something on the 
s t a t i s t i c a l r e l i a b i l i t y and accuracy of the above presented 
accounts. N a t i o n a l accounts are almost impossible to 
obt a i n f r e e from e r r o r , however advanced the s t a t i s t i c a l 
techniques and sources we a r e using. But there i s no 
doubt that the problem of measurement i s f u r t h e r complicated 
I n underdeveloped c o u n t r i e s , b y 1the t o t a l l a c k of some date. 
Since the above presented accounts of I r a q ' s n a t i o n a l income 
were c o l l e c t e d and estimated on the b a s i s of a v a r i e t y of 
(38) 
s t a t i s t i c a l data and sou r c e s , i t was f e l t - 'that i t i s 
quite d i f f i c u l t to estimate s t a t i s t i c a l margins of e r r o r , 
f o r the c a l c u l a t i o n of those i n v o l v e s the use of s c i e n t i f i c 
sampling techniques. I n s t e a d some rough estimates of 
#3Q) 
e r r o r were given.. 7 ' The average e r r o r f o r the 
aggregate of I r a q ' s n a t i o n a l income ranges between * 7% and 
9^?°*which i s not a co n s i d e r a b l y l a r g e e r r o r . Although 
the c a l c u l a t i o n of e r r o r .estimates on a non-mathmeraat i c a l 
b a s i s may be questionable I n nature, yet i t seems b e t t e r 
to have some idea of the p o s s i b l e magnitudes of e r r o r s , 
r a t h e r than be faced with a s e t of f i g u r e s as such. The 
p o s s i b l e e r r o r s i n any set of n a t i o n a l accounts f i g u r e s . 
Should not I n v a l i d a t e t h e i r use i n general. S t a t i s t i c a l 
<38) Haseeb,K. op.cit.p.180. 
(39) I b i d Table 108, p.182. 
(40) I b i d . p.181. 
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e r r o r s , and methods of estimating them, do not seem to be 
of primary Importance here, s i n c e the main aim of p r e s e n t i n g 
the n a t i o n a l accounts of I r a q , was to examine the b a s i c 
s t r u c t u r e of the I r a q i economy, and the main s i g n i f i c a n t 
changes i t has undergone during the l a s t decade. 
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Appendix I . 
Our account of I r a q ' s n a t i o n a l income wee based 
mostly on one s p e c i f i c source of s t a t i s t i c a l data, that of 
Dr. Haseeb's es t i m a t e s . The above choice may be j u s t i f i e d 
f o r v a r i o u s reasons. F i r s t , Haseeb's e s t i m a t e s a r e by f a r 
the l a t e s t study on the above t o p i c , thus i t provides us 
v i t h the l a t e s n a t i o n a l income f i g u r e s f o r I r a q . Secondly, 
Haseeb's f i g u r e s are more r e l i a b l e s t a t i s t i c a l l y than those 
of previous estimates* T h i s i s so s i n c e there i s a d e t a i l e d 
d i s c u s s i o n of the v a r i o u s s t e p s taken to a r r i v e a t the 
v a r i o u s magnitudes, Such a d e t a i l e d d i s c u s s i o n makes i t 
p o s s i b l e t o evolve a reasonable idee on the magnitudes 
of e r r o r s involved. F i n a l l y , and most important of a l l 
the choice of Maseeh's work as the b a s i c source of s t a t i s t i c a l 
m a t e r i a l , i s mainly determined by the nature of the method 
he used t o a r r i v e a t h i s estimates (production Method). As 
the main aim of presenting I r a q ' s n a t i o n a l accounts was to 
o b t a i n a c l e a r idea of the s t r u c t u r e of I r a q ' s economy. 
Haseeb's estimates seemed the most s u i t a b l e . However i t 
may be u s e f u l and i n t e r e s t i n g to examine the other previous 
estimates of I r a q ' s n a t i o n a l income and see how they compare 
with the above e s t i m a t e s . 
Fenelon's E s t i m a t e s . 
I n 1958, Pr.K.G.Fenelon published h i s e s t i m a t e s * l ) 
of the n a t i o n a l income of I r a q , u sing the expenditure 
approach. He chose the expenditure approach because 
, (1) Fenelon.K.G. o p . c i t . 
"ae one of the main o b j e c t s of t h i s study i s to provide 
a s e r i e s of f i g u r e s which would cover the years 1950*1956, 
i t seemed best to approach the problem from the side 
of n a t i o n a l expenditure, s t a r t i n g w i t h as d e t a i l e d 
computations f o r the year 1956 ae p o s s i b l e , because 
i n that year more data were a v a i l a b l e than f o r previous 
y e a r s . The n a t i o n a l expenditure approach has been 
s e l e c t e d because fewer e s t i m a t e s a r e needed f o r t h e i r 
e a r l i e r y ears than would be involved i n d i r e c t income 
c a l c u l a t i o n s " * 2 ) 
Table 12 shows FeneIon's estimates for the period 
1950*1956 ( a t current p r i c e s ) . To a r r i v e at h i s constant 
1950 and 1956 f i g u r e s , FeneIon used a composite p r i c e 
index number, which was a combination of the c o s t of 
l i v i n g index number f o r u n s k i l l e d labour, and a wholesale 
( 3 ) 
p r i c e index. ' By a d j u s t i n g h i s current p r i c e s e r i e s to 
the above index he a r r i v e d at h i s .1950 and 1956 constant 
p r i c e s s e r i e s which are shown i n table 13. 
Manlakin's E s t i m a t e s . 
I n 1961, the M i n i s t r y of Planning i n I r a q , published 
the estimates of I r a q ' s n a t i o n a l Income prepared by the 
(4) 
s o v i e t s t a t i s t i c i a n V.Maniakln, 'fo r the y e a r s 1956*1960. 
Using the production approach, Maniakin Weems to 
have been influenced.by the Marxist concept of n a t i o n a l 
income s i n c e he d i v i d e d In t o two major spheres, the (2) Ibid.p.13. 
( 3 ) Ibid.p.16. 
(4) Maniakln,V.op.cit. 
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productive sphere and the non-productive sphere. I n 
the productive sphere he included i n d u s t r y ( e x c l u d i n g o i l ) , 
o i l i n d u s t r y , c o n s t r u c t i o n , a g r i c u l t u r e and l i v e s t o c k , 
c a r r i a g e o i goods ( l o a d t r a n s p o r t ) , trade and p u b l i c 
food establishments), and other branches of the productive 
(5) 
sphere. I n the non-productive sphere he included, 
s e r v i c e s s u p p l i e d by p u b l i c a u t h o r i t y and p r i v a t e persons, 
passenger t r a f f i c , a d m i n i s t r a t i o n fend n a t i o n a l defence, 
science^.education, h e a l t h end f i n a n c e . But although 
the above d i s t i n c t i o n was pointed out by Maniakin, he 
n e v e r t h e l e s s included both productive and non-productive 
outputs i n h i s estimates. 
Table 14, shows Maniakln's e s t i m a t e s of I r a q ' s n a t i o n a l 
income f o r the period 1956-l96Q(at c u r r e n t p r i c e s ) , 
T&ble IS shows h i s eetiamtes at constant 1956 p r i c e s . 
Here i t i s important to note the b a s i c conceptual 
d i f f i c u l t i e s involved i n Maniakin's estimates^ F i r s t l y , 
he d e f i n e s n a t i o n a l Income as the aggregate v a l u e of net 
production which he d e f i n e s as 
Value of C r o s s Product - Value of M a t e r i a l s Expenditure 
( I n p u t s ) ( 6 ) 
Thus* i t appears that fee d i d not exclude the value of 
non-material inputs ( I n p u t s of s e r v i c e s ) from h i s estimates. 
(9) I b l d . p . l . He furthermore defined each of the above 
s e c t o r s , s e e p.p.1-3* 
(6) Ibid.p.1. 
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Thie i s hardly i n conformation t o the standard practice 
of deducting the value of a l l inputs (goods and services) 
to a r r i v e at the net value added. Secondly, Maniakijt*s 
estimates seem to ignore t o t a l l y the ownership of dwellings 
sector. Thirdly, i t ic not a l l clear whether his 
estimates are at market prices or at factor cost, f o r he 
seems not to have subtracted indirect taxes f c r the net 
(7) 
production figures of some sectors, i.e. ( o i l r e f i n i n g ) . 
F i n a l l y , i t is not very clear whether Maniakin's estimates 
represent N.K.P. or C.N.P., since i t i s extremely d i f f i c u l t 
to asses from his report, whether provisions f o r consumption 
of f i x e d c a p i t a l were deducted from a l l the sectors or not. 
Furthermore h i s report contained very l i t t l e d iscission 
on the festhoda and s t a t i s t i c a l sources he uced to ar r i v e 
at his estimates. 
Table 16 ©hows a comparison of the various estimates 
of Iraq's national income. 
' " " 1 1 r l • • 1 ' t ' 1 1 ! " I i n i , • ' < i ' ' 
(7) I b i d , table 26. -p.20. 
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Appendix 2. Some Conceptual Problems tn the Measurement 
o f J L J U 
The following discussion o l acme of the basic 
problems involved i n the measurement of N.Y. i s not meant 
to be an exhaustive one, but only a b r i e f review of few 
selected concepts, 
a. The Production Area. 
I n t r y i n g to aggregate the net t o t a l value of 
production i n the economy, i t i s very Important to decide 
on what to include o r exclude from our concept of N.Y, 
This i s an extremely important and basic question, since 
obviously we may get d i f f e r e n t magnitudes i f we use 
alternate d e f i n i t i o n s . Since N,Y. ie to denote the 
aggregate net value of production a r i s i n g I r o n economic 
a c t i v i t y , i t seems logical to attempt a d e f i n i t i o n of 
economic a c t i v i t y and i t s boundaries* Many non-economic 
activlee may render the consumer some quantity of 
sa t i s f a c t i o n . I t would seem desirable at f i r s t , that a l l 
such a c t i v i t i e s should be Included i n our concept of N.Y. 
But such a task may seem next to impossible, mainly due 
to the lads of s t a t i s t i c a l data on such a c t i v i t i e s . The 
d i s t i n c t i o n between economic and non-economic a c t i v i t i e s 
may be based on the closeness of such a c t i v i t i e s bear to 
the market. ' Thus i t would seem l o g i c a l t o Include 
the aggregate net value of a l l production that enters 
the market. But to stop here would seriously undermine 
(1) See Kuaaftts, S .op.cit. p.124. 
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the usefulness of national income estimates for most 
underdeveloped countries, since & r e l a t i v e l y large part 
of t h e i r national product does not enter the m a r k e t . ^ 
The above point may be c l e a r l y demonstrated i f we examine 
the r e l a t i v e share of subsistence output i n the national 
income of Iraq, The r e l a t i v e share of subsistence output 
i n I r a q accounted on average for about 29.3% of the 
a g r i c u l t u r a l sector and 10.2% of K.Y. (at constant 1956 
prices) f o r the period 1953-1956.*3* I n spite of the 
enormous s t a t i s t i c a l d i f f i c u l t i e s involved i n evaluating 
subsistence output, i t i s desirable and necessary to 
include i t s aggregate net value i n our N.Y. estimates. 
Further, one may attempt to define the l i m i t s of economic 
a c t i v i t y with reference to the c r i t e r i o n of l e g a l i t y * But 
t h i s may not be a s u f f i c i e n t concept by i t s e l f , since 
many i l l e g a l a c t i v i t i e s enter the market and thus form a 
part &i economic a c t i v i t y . ^ 4 ^ 
b. Gross and Net Concepts. 
The d i f f e r e n t i a t i o n between the above two concepts 
rests mainly on the treatment of allowances made t o 
maintain and replace f i x e d c a p i t a l . Such changes must 
be deducted from the gross value added i n each sector, 
(2) Subsistence output, 
(3) Ha.eeb, K.op.cit. Table 13, p.27. 
(4) For a f u l l discussion of the concept of "production 
area 1 1 and an attempt to have a standard d e f i n i t i o n see 
U.N. "A System of National Accounts and Supporting Tables" 
(New York, 1953). p.p. 
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since they represent an eiesaent of current cost. Thus 
i f ve deduct depreciation from the gross value added i n 
each sector, we a r r i v e at the net value added i n each sector. 
Gross Aggregate Value Added - Depreciation * Net Aggregate 
Value Added. 
Although the N.N.P. is perhaps the most widely 
accepted measure of economic performance of an economy, 
i t i s s t i l l i n t e r e s t i n g and necessary sometimes to have an 
estimate of the G.N.P. The cal c u l a t i o n of separate gross 
sectoral t o t a l s , may be useful i n studying the relationship 
between the growth r a t e of any single sector and that 
of the whole economy. 
c. National and Domestic Products. 
So f a r , we have ignored foreign trade i n our above 
discussion. The concept of N.Y. denotes the t o t a l value 
added- of products, which are a t t r i b u t a b l e to factors of 
production supplied by the normal residents of the country 
during one year, regardless of the place of production of 
the products, t f we add the values added of a l l sectors 
we get the Bomeatic Product (grosa or net)* Part of the 
N.D.P. may accrue to non-residents who supplied factors 
of production. S i m i l a r l y , parts of the products of other 
countries may accrue to residents of the home country. 
The outward flow is assigned a negative sign since i t 
represents a deduction from the domestic product, while 
the inward flow i s assigned a positive sign since i t 
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( 5 ) represents an addition to the domestic product* Thus 
i f we adjust our domestic product to the net sum of the 
above flows, we obtain the National Product. 
d. National Income at Factor Cost and Market Prices^ 
So f a r taxes.have been ignored i n the above discussion. 
I f the N.P. was estimated at market prices (current or 
constant) then we obtain the N.T. at market prices* I f 
we exclude from the above net value of a l l i n d i r e c t 
Id) 
taxes,* we a r r i v e at N.Y. at f a c t o r cost. N.T. at 
market prices represents the aggregate amount paid by 
f i n a l purchasers f o r the whole of N.P, .Vhile N.Y, at 
factor cost denotes the net totfel of income accruing to 
_aU.lac.tors of production. . Thus N.Y. at market prices 
w i l l exceed N.Y, at feetor cost by the net amount of 
ind i r e c t taxes. 
Consequently, t o sum pu the above discussion, l e t 
us define Nf.Y, by using the following simple i d e n t i t y , 
N.Y. •« Aggregate Value of a l l goods and services f o r 
f i n a l consumption. 
• Net aggregate value of Investment. 
+ Net external flows (inward Flows - outward Flows) 
- Net i n d i r e c t taxes ( i n d i r e c t taxes - subsidies) 
(5) The above should not be confused w i t h the d i s t i n c t i o n 
between exports and imports. 
(6) Indirect taxes * subsidies. 
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Chapter 2. 
THE ROUS OF FISEAL POLICT IN ECONOMIC DEVELOPMENT. 
Fiscal p o l i c y i s assuming today a much more important 
ro l e than i t did i n the past, i n underdeveloped countries. 
The r i s i n g importance of f i s c a l p o l i c y can generally be 
associated with the increasing role of government i n the 
process of economic growth. Governments i n underdeveloped 
countries today, are Called upon to perform not only the 
t r a d i t i o n a l state's functions, but to p a r t i c i p a t e d i r e c t l y 
and i n d i r e c t l y i n accelerating the growth rate of the 
economy. Evidently, the importance ol f i s c a l policy 
becomes clear here, especially where f i s c a l parameters are 
of d i r e c t relevance and a p p l i c a b i l i t y . 
Meanwhile-it i s imipor^ -ent"-to:ao^ «-tnat ••wbile-"any-' 
development policy may imply s p e c i f i c f i s c a l measures, the 
effectiveness of those f i s c a l measures may be li m i t e d 
"Considerably by the p r e v a i l i n g s t r u c t u r a l pattern of the 
economy.*1* While the role of f i s c a l policy i s accelerating 
the growth rate of the economy i n an underdeveloped country 
forms the bulk of the present chapter, the a p p l i c a b i l i t y of 
other non*fiscal techniques should not be ignored altogether. 
The role of monetary p o l i c y may fee extremely important, 
especially where banking and monetary i n s t i t u t i o n s are 
f a i r l y well developed. In f a c t , the application of a 
combination of appropriate monetary and f i s c a l p o l i c i e s . 
(1) The above point i s discussed i n more d e t a i l i n Chapter 3. 
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may pe much more e f f e c t i v e i n accelerating the growth rate 
of an underdeveloped economy. 
Direct t o t a l control of economic resources as a 
method of accelerating the rate of growth has been excluded 
from the discussion below, since the economies of most 
underdeveloped countries today, are basically mixed economies, 
where economic decisions are taken at both public and 
private sector levels. Hence, the main aim of the present 
chapter is to o u t l i n e the general anal y t i c a l background, 
against which the government's revenue and expenditure 
systems i n Ir a q , can be evaluated c r i t i c a l l y , 
But before assessing the role of f i s c a l policy i n 
underdeveloped economies, l e t us attempt to define the term 
" f i s c a l p o l i c y " i n a simple and meaningful way. Fiscal 
p o l i c y may be defined as any decision involving the use 
of the revenue-expenditure process of government to achieve 
(2) 
the optimum a l l o c a t i o n of resources, the desired income 
d i s t r i b u t i o n , and the s t a b i l i t y of the economy. I t i s 
important t o note that i n formulating the conditions f o r 
the most appropriate f i s c a l policy f o r underdeveloped 
countries, one has to note the various differences i n the 
general economic conditions between developed and underdevelopec 
economies, t h i s i s an important question, since the 
a p p l i c a b i l i t y of any specific f i s c a l p o l l e r successfully 
to any country, w i l l depend mainly on the general economic 
• 1 " " % " ' I V« 1 » • • " " • ' I " .11.1.111 II I . I . » n W l - H l I III H I 1 1 1 I I . • 
(2) For further elaboration on the above with respect to 
underdeveloped economies, see section I . 
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conditions p r e v a i l i n g i n that country. Thus the 
usefulness of any speci f i c model of f i s c a l p o l i c y to an 
underdeveloped economy, w i l l depend mainly on the relevancy 
of i t s various parameters to the problems posed by 
economic growth. 
I t has often been advocated that since economic 
conditions are basically d i f f e r e n t , i n -underdeveloped 
economies, one needs a special theory of f i s c a l p olicy 
for underdeveloped economies by which to evaluate t h e i r 
(3) 
f i s c a l systems. For i t has been stressed that the 
theory of f i s c a l p o l i c y which, i s i n common use i n 
developed countries, i s not suitable for underdeveloped 
countries, since i t s main assumptions are based on 
(4) 
conditions relevant to developed economies. Furthermore, 
although the basic aims of f i s c a l policy may appear at 
f i r s t to be si m i l a r i n both developed and underdeveloped 
economies, varying economic conditions i n both types of 
economies, may lead to a t o t a l l y d i f f e r e n t arrangement 
of p r i o r i t i e s i n the functions of f i s c a l p o l i c y . Thus 
while the problem of short-term s t a b i l i t y may present 
i t s e l f as probably the most urgent problem of f i s c a l p o l i c y 
i n developed economies today, the problems of accelerating 
the rate of t o t a l capital formation may be stressed as the 
primary aim of f i s c a l p o l i c y i n underdeveloped countries 
(3) See Higgins,B."Economic Development"(Constable,London,1939) 
p.p.474*479 and Chellich.R.J."Fiscal Policy i n 
Underdeveloped Countries"(Alien and Unwin,1960)p.p.18-19. 
(4) This i s s p e c i f i c a l l y true with reference t o compensatory 
f i s c a l policy*see section I I I . 
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However, while recognising the above basic difference 
i n emphasis, i t would be more useful i f we s t a r t our 
analysis by using a model of f i s c a l p o l i c y relevant mainly 
to developed economies, and adapt i t s various components t o 
s u i t the requirements for growth i n underdeveloped countries. 
Such an approach may be more useful than t r y i n g to evolve 
a separate set of conditions for f i s c a l policy i n 
underdeveloped countries. The main advantage of the above 
approach i s that while i t enables us to develop our basic 
outline of f i s c a l p o l i c y according to the relevant economic 
conditions i n underdeveloped countries, i t does stress at 
the same time the basic aims of f i s c a l p o l i c y which may be 
(5) 
equally applicable to both types of economies. ' 
I . A llocation of Resourcee^ 
Here the term "allocation* 1 w i l l be used f i r s t to 
discuss the problems of a l l o c a t i o n of resources between the 
private and public sectors to provide f o r public wants. 
Later i n the discussion, the above term w i l l be adapted 
t o include the problem of the a l l o c a t i o n of resources 
(5) The above point may be best I l l u s t r a t e d with reference to 
some writings on the above subject, which seem to view the 
a l l o c e t i v e r o l e of f i s c a l p o l i c y - that of the a l l o c a t i o n of 
t o t a l resources between consumption and investment - as almost 
the whole and only role of f i s c a l policy i n an underdeveloped 
economy, see Nurkse,R."Problems of Capital Formation I n 
Underdeveloped Countries" (Blackwe11 .Oxford,1993) p.147, and 
Chelllah,R<JT,op.cit.p.44. While the above problem i s extremely 
important i n the context of growth, i t by no means constitutes 
the whole ro l e of f i s c a l p o l i c y I n an underdeveloped economy. 
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between consumption and investment, which w i l l be seen 
to be of relevance and importance to underdeveloped 
economies. 
I n the f i e l d of a l l o c a t i o n we may f i n d an array of 
sit u a t i o n s , where f i s c a l measures are necessary to bring 
about i n optimal a l l o c a t i o n of resources. Under a set of 
assumed conditions, the forces of the market may produce 
the required optimal a l l o c a t i o n of resources. Such i s the 
case probably for a r e s t i v e l y wide area of economic 
a c t i v i t y . But rhen the market forces, f a i l to b r i n g about 
the required optimal a l l o c a t i o n of resources, f i s c a l 
action becomes necessary. Here we are assuming that f i s c a l 
parameters are relevant and e f f e c t i v e . The case of subsidies 
to industries operating under conditions of decreasing 
costs, i.e. a g r i c u l t u r e , and i n general to industries 
operating under conditions of monopoly, are examples of 
situations where f i s c a l policy may have a marginal r o l e i n 
achieving an optimum a l l o c a t i o n , since the market's f a i l u r e 
i n a r r i v i n g at that i s only p a r t i a l and not t o t a l . 
In contrast, the case of public wants presents as 
with a s i t u a t i o n where the market's f a i l u r e i n s a t i s f y i n g 
the above wants i s t o t a l and not p a r t i a l . Thus f i s c a l 
policy assumes a primary all o c a t i v e role here, rather than 
a marginal one. Public wants may be defined i n very 
general terms as those specific private wants which are not 
capable of being s a t i s f i e d except through the medium of the 
public economy. Public wants are mainly of two types. 
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social wants ami merit waste* Social want* are basically 
private wants* which can not be s a t i s f i e d except through 
the public sector* This i s 00 because they involve j o i n t 
equal consumption by a l l individuals. Furthermore one 
can note here that the exclusion p r i n c i p l e which may be 
viewed as a basic condition of exchange, can not be 
applied i n the case of social wants, since Individual 
preferences w i l l not be revealed. ' Clearly. 
i n d i v i s i b i l i t y i s a basic problem here since an equal 
amount has to be consumed by e l l , while the correct assessment 
of the Individual consumers* demand f o r social wante i s 
the other basic problem. The s o l u t i o n of the above problem 
i s a necessary step to the a l l o c a t i o n of the tax burden 
ar i s i n g from the s a t i s f a c t i o n of social wants through the 
public sector. The above d i f f i c u l t y i s not a l l , since the 
p o s s i b i l i t y of obtaining various optimal solutions i s 
present even i f our above problem of preference revealing 
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Is solved. Coming to merit wante, i t may be observed 
that they are d i f f e r e n t from social wants i n as f a r as they 
ave eubjeet to the exclusion p r i n c i p l e , thus they may be 
s a t i s f i e d through the market mechanism up to a certain l e v e l . 
Merit wants are considered public wants proper, only i f 
t h e i r s a t i s f a c t i o n i s considered s o c i a l l y desirable, that 
they are provided for through the public sector at a level 
(6) Musgrave,R.A, "The Theory of Public Finance" (WcCraw 
H i l l . 1989) p.p. 9*10. 
(?) I b i d . p.8. 
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exceeding that provided for through the private sector. ' 
While the main problems involved i n s a t i s f y i n g social wants 
through the public sector were those of i n d i v i s i b i l i t y and 
unrevealed consumers1 preference, the main problem involved 
i n the s a t i s f a c t i o n of merit wants by the public sector, 
is how to assess the level up to which they should be 
s a t i s f i e d . While social wants may be considered as an 
extension of private wants, i t i s d i f f i c u l t to view merit 
wants as such, except i f one admits the existence of a 
(01 
large element of social want i n them. 
So f a r the term " a l l o c a t i o n of resources" has been used 
only to denote the function of f i s c a l policy i n allocating 
resources between the p r i v a t e and public sectors, to 
s a t i s f y public wants through the revenue-expenditure 
process of government. But the above elaboration on the 
allo e a t i v e rate of f i s c a l policy i s too narrow to take 
account of one of the most important factors of growth, 
that of capital formation. Thus i t would be more useful 
i f the concept " a l l o c a t i o n of resources" i s used to convey 
a much wider f i e l d of al l o c a t i o n than that elaborated above. 
The term " a l l o c a t i o n of resources'* should be used i n i t s 
f i s c a l and developmental context, to convey both, the 
a l l o c a t i o n of resources between the private and public sectors, 
(8) I b i d . p.13. The case could be to the contrary where 
merit wants may be negative. Thus taxation may be used to 
minimise t h e i r consumption i.e. liq u o r . I t i s Important 
to note that the purpose of taxation i n the above context is 
not to raise revenue, but only to secure a specific pattern 
of resource allocation. 
(9) I b i d . 
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and the t e t a l a l l o c a t i o n o l re sourcee between immediate 
consumption and c a p i t a l formation. Thus by stating that 
the role of f i s c a l p o l i c y i n an underdeveloped country 
Is to achieve an optimum a l l o c a t i o n of resources, t h i s 
should not be taken to denote the optimum a l l o c a t i o n of 
resources between the public and pri v a t e sectors to 
eatiefy public wants through the public sector, and the 
optimum a l l o c a t i o n of t o t a l economic resources between 
immediate consumption and c a p i t a l formation, tthile the 
former s t i l l forms an int e r n a l part of the a l l o c a t i v e role 
of f i s c a l p o l i c y i n both developed end underdeveloped 
economies* the l a t t e r aspect has an extremely v i t a l 
importance f o r underdeveloped countries. But before examining 
the p o s s i b i l i t y of influencing the a l l o c a t i o n of resources 
between consumption and c a p i t a l formation through the 
application of relevant f i s c a l parameters, l e t us consider 
b r i e f l y the significance of the rate of c a p i t a l formation 
i t s e l f as a parameter of growth, 
a. Capital Formation. 
Capital formation may be defined as the p a r t i a l commitment 
of economic resources to the making of intermediate goods 
and services, that w i l l help I n the future production of 
consumption goods. The question of the rate of c a p i t a l 
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formatlon has often beenstressed as one of the key problems 
to growth.** 0* Viewed i n i t s h i s t o r i c a l context, i t 
provides us with further evidence that the rate of 
cap i t a l formation was h i s t o r i c a l l y the key f a c t o r . i n the 
growth of what i s today the advanced i n d u s t r i a l economies 
of the western w o r l d . * 1 1 * I t i s important t o note that the 
term " c a p i t a l formation" i s used i n a r e l a t i v e l y wider 
sense to include investment not only i n f i x e d c a p i t a l , but 
i n social overhead c a p i t a l as w e l l . For i t w i l l be shown 
(12) 
l a t e r i n the study, ' that both of the above types of 
cap i t a l formation are important t o the growth of an 
underdeveloped economy. 
However i t must be emphasised that the rate of c a p i t a l 
formation i s not the only parameter a f f e c t i n g the growth 
of underdeveloped economies* Clearly a discussion of the 
various factors influencing the rate of economic growth, 
does not f a l l w i t h i n the scope of the present study, 
Nevertheless i t should be stressed here that the process of 
economic growth i s an extremely complex process and i s 
a function of many other factors i.e. a v a i l a b i l i t y of 
(10) Meir,G.M. and Baldwin,R.E,"economic Development0 (Wiley It Son., New York, 195?) p.£.303-306 and 337-343; Lewis.*.A. 
"Theory of Economic Growth" (Unwin University Books, 1955) 
p.p.201-212; and Bauer,P.T. and Yamey*&.S."The Economics of 
Under-developed Countries" (Nisbet and Cambridge,1957) 
p.p.127-137. 
|U) See flostetf,W,W."The Stages of Economic Growth" (Cambridge 
University Press,1963) p.p.7-9 and 36-46. 
(12) See chapter 4. 
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natural resources. Furthermore non-economlc factors any 
be of v i t a l importance here. Nevertheless, c a p i t a l formation 
hag been singled out here as the basic factor influencing 
economic growth, mainly because i t i s the key factor to 
the increase of t o t a l productive capacity i n the short-run. 
At best one can say that the rate of c a p i t a l formation 
( i t s Increase) i s a necessary condition f o r growth* but 
not a s u f f i c i e n t one by i t s e l f . However i t i s stressed 
above that i t Is only through an Increase i n the rate of net 
cap i t a l formation that the t o t a l productive capacity of an 
underdeveloped economy can be raised s i g n i f i c a n t l y . 
Furthermore, c a p i t a l formation has been singled out above 
as a factor a f f e c t i n g growth., mainly because i t s rate can 
be influenced more easily than that of other factors* by 
the use of f i s c a l parameters. However one ehould not 
overlook the p o s s i b i l i t y of f i s c a l parameters influencing 
(13) 
the supply of other factors of production* 1 
Clearly, the role of f i s c a l p o l i c y assumes a greater 
importance here, especially when one considers the 
comparatively low rates of c a p i t a l formation I n 
underdeveloped countries today. Fiscal p o l i c y may induce an 
optimum rate of c a p i t a l formation* by i t s own d i r e c t control 
over the public sector* and by influencing decision making 
i n the private sector* 
(13) See Chapter*3. 
b. The Effects of Plscol Policy on Private Saving*. 
Capital formation Is not only a function of the 
inducement t o invest, since i t s rate i s li m i t e d t o a large 
extent by the supply of eaviage at any one moment of time. 
The discussion below w i l l examine the p o s s i b i l i t y of 
influencing decisions a f f e c t i n g savings i n the private 
sector, through the relevant f i s c a l parameters. The 
supply of savings at any moment of time Is determined 
pr i m a r i l y by the level of income. The a b i l i t y to save In 
most underdeveloped countries i s l i m i t e d by the comparatively 
low standard of l i v i n g , hence low per capita incomes* Here 
our main problem i s to examine the possible existence of 
tax disincentives to personal savings. Since personal 
domestic savings are a part of the t o t a l sayings i n the 
economy, the removal of any ex i s t i n g tax disincentive to 
them, may contribute towards maximising the flow of savings 
In the economy. The taxation of current savings (which are 
included i n current Income) and the taxation of future 
income yields from current savings are perhaps a primary 
obstacle to the growth of private personal sayings. Thus 
while current Income (including current savings) i s subject 
to personal Income taxation, future yields from current 
savings are taxed as well when considered as income i n a 
future period of time. The above problem of the tax 
treatment of savings Is of v i t a l importance and relevancy 
i n framing the tax policy i n any underdeveloped country, 
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nainly because of i t s Influence on the t o t a l volume of 
savings i n the economy, which I n i t s e l f la the chief 
l i m i t i n g f e c t e r on the rate of c a p i t a l formation. 
The above disincentive t o private savings can be 
removed eith e r by excluding savings from the income tax 
l i a b i l i t y of an i n d i v i d u a l * or by the t o t a l exemption or 
p r e f e r e n t i a l , tax treatment of future income yields from 
current savings. The expenditure tax system suggested 
by Mr.KsIdor* 1 4*ia probably the most elaborate f i s c a l 
proposal of organising a tax system to exclude savings 
from income taxation* While) such schemes nay be 
t h e o r e t i c a l l y sound, and indeed very useful, one can not., 
f a i l to eee the d i f f i c u l t i e s involved i n t h e i r 
application on a p r a c t i c a l l e v e l . The above point should 
p a r t i c u l a r l y be stressed w i t h reference t o underdeveloped 
economies, einee the level of f i s c a l administrative 
effeeiency i n meet underdeveloped countries today i s f a r 
I r o n satisfactory. Thus i t say be desirable t o exclude 
specif i c categories of savings from the income tax 
l i a b i l i t y of an i n d i v i d u a l . The dec i s i o n ••• on the 
inclusion or exclusion of any specific type of savings. 
w i l l be determined p r i m a r i l y according to the general 
investment policy i n the development pregrassae*. By 
allowing the deduction of s p e c i f i c categories of savings 
(14) The implications of Kaldor*a expenditure tax are 
discussed i n more d e t a i l w i t h reference to the problen 
of d i r e c t taxation i n I r a q , see Chapter 3. 
•3 8* 
from income tax l i a b i l i t y . I t i s hoped that such a 
f i s c a l incentive measure w i l l induce a r e l a t i v e l y 
larger volume of savings. Evidently, i t i« d i f f i c u l t 
to assess c o r r e c t l y the quantitative contribution of 
such p r e f e r e n t i a l tax treatment ( i n terra* of increased 
savings). For the empirical v e r i f i c a t i o n of the above 
f 
may not be as easy as we imagine, since increases i n 
personal savings say be due to changes i n non*fiscal 
parameters ( i . e . measures of monetary po l i c y and general 
i^roveuents i n f i n a n c i a l i n s t i t u t i o n s ) , 
Hovever i t can be seen c l e a r l y that the above f i s c a l 
parameter may influence the volume of personal savings 
considerably. Hie post-war experience of West Germany 
demonstrated the v a l i d i t y of the above f i s c a l technique, 
since the volume of t o t a l personal savings increased 
sharply a f t e r the introduction of p r e f e r e n t i a l tax 
treatment f o r savings i n the structure of personal income 
texetion. Moreover the decline i n t o t a l personal savings 
was observed immediately a f t e r the a b o l i t i o n of the 
above measures!*^ 
(IS) Tsiang.S.C. "Tax Credit, and Trade Policies t o 
Promote the Production and Export of Manufactures 
of Developing Countries" (Journal of Development 
Studies * Vol.1, No.2. 1965) p.183* 
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r i n a l l y , i t must be emphasised that the introduction 
of p r e f e r e n t i a l tax treatment for savings, may influence 
the pattern of e x i s t i n g savings rather than t h e i r 
volume. I t le shown below that t h i s by i t s e l f may be of 
considerable significance i n underdeveloped economies* 
This i s so because the primary aim of f i s c a l policy here 
is not to achieve the optimum a l l o c a t i o n of resources 
between savings and consumption as such, but between 
savings which could be channelled f o r development uses 
and immediate consumption* Moreover, i t i s important 
to note here that the a p p l i c a t i o n of the above (or any 
other f i s c a l incentive measure) w i l l not be successful, 
i T i t i s not implemented by a r e l a t i v e l y highly trained 
f i s c a l administration. The main point of any f i s c a l 
incentive measure is to secure a r e l a t i v e l y more 
favourable pattern of decision making i n the p r i v a t e 
sector. Thus i f the above incentive measure i s not 
applied with the utmost care t o ensure i t s application 
to encourage savings, i t may eventually turn i n t o a tax 
loophole, hence f a i l i n g t o bring about any favourable 
e f f e c t on the rate of t o t a l savings, 
c« The e f f e c t s of Fiscal Policy on Private Investment,. 
I t has already been stressed above that the t o t a l 
rate of savings i n the economy i g the primary f a c t o r 
influencing the level of c a p i t a l formation. However, i t 
i s important to consider the problem of c a p i t a l formation 
from the demand side as w e l l . Thus the inducement to 
invest may be viewed ee another important factor that may 
influence the rate of c a p i t a l formation i n the economy* 
I t must be noted however that the inducement t o invent 
is not determined t o t a l l y by f i s c a l parameters. Non-
f i s c a l factors may play an important role i n determining 
the inducement to invest i . e . r e l a t i v e market sisee, 
conditions of communications, and the a v a i l a b i l i t y of 
specific labour s k i l l s . * 1 6 * 
Here, i t i e by attempting t o a f f e c t the level of 
prospective y i e l d , that f i s c a l p o l i c y may influence the 
inducement to invest i n the p r i v a t e sector, by varying 
the relevant tax rates (or subsidies*. While recognising 
that non-fiscal, factors may affect p rivate Investment 
to a certain extent, the level of perspective y i e l d from 
any investment, is probably s t i l l the most important 
factor that affects the decision whether to undertake 
117) 
the investment or not, ' Here one may use both d i r e c t 
and Indirect taxation to incorporate an element of 
incentive taxation i n the tax structure of an underdeveloped 
economy. 
(16) For a detailed account of the various non-fiscal 
considerations a f f e c t i n g investment i n underdeveloped 
economies see Aubery.H.G."Investment Decisions i n Under* 
developed Countries" (paper i n "Capital Formation and 
Economic Growth'1 Princeton University Press 19S7)p.p.413*43S. 
(17) This Is even mere pronounced i n underdeveloped economies, 
A r e l a t i v e l y large amount of investment i n developed 
countries i s carried through every year without regard to 
immediate y i e l d , but mainly with regard to expansion and 
long-run p r o f i t a b i l i t y . I n contrast immediate yields are 
more stressed i n underdeveloped countries. This may 
explain p a r t l y the r e l a t i v e l y strong preference f o r investment 
i n commerce rather than Industry i n Middle Eastern countries, 
i.e. LEBANON. 
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The main aim of incentive taxation i n the sphere of 
private investment, i s to reduce the cost of investment 
and to make i t s prospective y i e l d higher, thus encourage 
a r e l a t i v e l y higher rate of capital formation. 
Accelerated depreciation rates may he a very e f f e c t i v e 
f i s c a l parameter here, since they may shorten the r i s k 
period for invested c a p i t a l . I n f a c t high depreciation 
allowances have come t o form an i n t e g r a l part of the 
present tan structure of some of the major underdeveloped , 
countries i.e. India. ' furthermore, the main advantage 
of ueing r e l a t i v e l y high depreciation allowances as 
compared w i t h using lower rates of taxation or business 
income (as d i s t i n c t from personal income), i s that of 
establishing a strong l i n k between the f i s c a l incentive 
measure and the act of investment i t s e l f . Moreover i t 
should be stressed that the use of the above f i s c a l 
incentive measure may encourage s p e c i f i c a l l y , production 
where c a p i t a l i s t i c methods are the norm, rattier than 
production that involves the use of r e l a t i v e l y negligible 
quantities of c a p i t a l . " 7 ' Thus the use of high 
depreciation allowances may have an extremely favourable 
influence on the rate of ca p i t a l formation i n the economy. 
(18) Krishnaswaay,K.S."The Evolution of Tax Structure i n a 
Development Poliey"(paper i n "Government Finance and 
£cenomic Development" (eds) Peacock,A.T. and Hauser,G. • 
0.£.C.D. Paris,1965) p.83. 
(19) See Preat.A.R. "Fublic Finance i n Underdeveloped 
Countries" (tetdenfeld and Nicolaon,1962).p.95. 
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Furthermore, the use of the above f i s c a l technique is 
extremely important, especially f o r Industries operating 
under conditions of fast technological change. Here the 
importance of high depreciation allowances stems from the 
contention that they may encourage businesrisen to scrap 
t h e i r machinery before the.end of i t s f u l l physical l i f e * 
This In i t e e l f may encourage the t r a n s l a t i o n of technical 
advances i n t o i n d u s t r i a l r e a l i t i e s . The complete 
exemption of new firms f o r a l i m i t e d period of time has 
often been recommended to underdeveloped countries as a 
measure t o encourage a r e l a t i v e l y higher rate of c a p i t a l 
format i o n / Such a measure could be very useful under 
specific circumstances I.e. where investment i s 
exceptionally r i s k y . P r e f e r e n t i e l tax treatment f o r 
retained and reinvested p r o f i t s may encourage firms to. 
commit a r e l a t i v e l y higher share of t h e i r gross p r o f i t s 
to investment, rather than d i s t r i b u t e I t I n the form of 
higher dividends, Houaver i t must be stressed here that 
the above measure may Influence,both the rate of savings 
I n the economy, and the inducement t o Invest. 
Hero, I t must be stressed that the application of 
the above incentive measures to the sphere of private 
investment should not be indiscriminate, but should apply 
In a way so as only to encourage investments which are 
basically favourable to growth. So f a r we have only 
examined the p o s s i b i l i t y of using d i r e c t taxes as incentive 
measures. This by no means should Imply the l i m i t a t i o n 
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of incentive taxation to the uee of d i r e c t taxes only, 
for various i n d i r e c t taxes may he used as well. The 
level, of t a r r l f f e on imported c a p i t a l equipment may be 
manipulated accordingly, to encourage or discourage 
s p e c i f i c categories of investment, Subsidies from the 
public sector may be used to encourage the increase i n 
the rate of c a p i t a l formation i n specific sectors which 
may have a s t r a t e g i c importance f o r growth. But the 
main d i f f i c u l t y i n the use of subsidies as an incentive 
measure, is the r e l a t i v e d i f f i c u l t y of removing them at 
a l a t e r period. 
F i n a l l y , i t i s important t o note that the various 
forme of incentive taxation do not appear i n the budget, 
only i n the sense that they are not i n the form of 
revenue y i e l d i n g taxes. They may be described more 
corr e c t l y as negative taxes or as an i n v i s i b l e form of 
government expenditure. Thus i t i s evident that any 
f i s c a l incentive measure involves a c e r t a i n s a c r i f i c e i n 
revenue terms. Here the basic p r i n c i p l e involved I n 
deciding upon any s p e c i f i c f i s c a l incentive measure, i s 
to weigb the possible lose of revenue I t may involve, 
against the possible gains i n terms of incentives, 
bearing i n mind that the l a t t e r should always exceed 
the former i f there i s to he any j u s t i f i c a t i o n f o r 
incentive taxation. While i t i s possible t o estimate 
roughly the revenue cost of incentive taxation, i t i s 
not qoite easy to assess the net gain i n incentives 
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qu a n t i t a t i v e l y . Thus while i t i s d i f f i c u l t t o quantify 
the above c r i t e r i a , I t may s t i l l be useful i n as f a r as 
I t provides a rough guide. At best, one can formulate, 
that f i s c a l incentive measures should be linked as 
d i r e c t l y as possible with the act of productive investment. 
So f a r the discussion on incentive taxation above, 
has been only i n terms of i t s use t o achieve the optimum 
rate of savings and productive investments i n the private 
sectors. But i t is evident that the regulation of the 
patterns of saving and investment of a given amount of 
resources, may s t i l l i n i t s e l f induce a higher rate of 
productive c a p i t a l formation, the term "productive" as 
defined~here to denote investments that may contribute 
d i r e c t l y or i n d i r e c t l y t o the enlargement of the t o t a l 
productive capacity of the economy. I n contrast, 
unproductive investment such as speculative investments 
In land, r e a l estate, and investments In currency, may 
be p r o f i t a b l e from the individual's point of view, but 
one can hardly describe them as s o c i a l l y productive i n 
a developmental context. The marked preference i n most 
underdeveloped countries f o r the above type of investment 
stems from the fact that those investments usually possess 
a r e l a t i v e l y higher prospective y i e l d , and a r e l a t i v e l y 
higher degree of security and l i q u i d i t y . * 2 0 * I n as f a r 
as the problem of l i q u i d i t y i s involved, i t may be possible 
(20} Aubery,H,C. ©p.cit. p.p. <C>415. 
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to exempt sp e c i f i c categories of equities from taxation 
altogether. However i t i s the general improvement i n . 
the structure of c a p i t a l markets that i f required here. 
Nevertheless the improvements i n fi n a n c i a l i n s t i t u t i o n s 
do not necessarily exclude the a p p l i c a b i l i t y of f i s c a l 
parameters t o achieve a required pattern of investment. 
Thus f i s c a l parameters may be manipulated here so as to 
increase the r e l a t i v e y i e l d of assets representing 
desirable forme of investment, and decrease the r e l a t i v e 
y i e l d of undesirable for so* of investment. Hence 
property taxes may be desirable i n underdeveloped economies, 
not because of the revenue they may y i e l d , nor on 
equity grounds p r i m a r i l y , but "because ©F t h e i r a f f e c t i n 
making investment i n real estate r e l a t i v e l y less a t t r a c t i v e . 
Here i t must be stressed that the above measure may be 
more successful i f backed by the supplementary non-fiscal 
measures i.e.licensing. F i n a l l y , i t must be stressed 
that the above measures of incentive taxation amy be more 
e f f e c t i v e i n regulating the pattern of a given amount of 
121) 
savings and investment, rather than t h e i r increase. ' 
1 1 * ' - " ' I " f 1 1 1 l i l ' M I I I ' l l N ' K " H i l l M i l , • L I — 1 , 1 II . ) ! • • ! I I Illl l U l l j ! ! • 
< 2 1 * U.N. "Methods of Financing Economic Development l a 
Underdeveloped Countries* 1 (Sales No.II.B.4. New York, 1949) 
p.p.92-93i and Hansen,B. "Tax Policy and Mobilisation of 
Savings" (paper i n "Government Finance and Economic 
Development"! op.cit. p.p. 153*154. 
f 
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4. The g f f e c t a of Fiscal Policy i n the Flow of Foreign 
Investment, 
Foreign Investment i s necessary i n underdeveloped 
economies, I n as f a r as the) level of domestic c a p i t a l 
formation Is not s u f f i c i e n t t o meet the r e l a t i v e l y heavy 
c a p i t a l requirements of most development programmes. 
The incentive measures discussed above are relevant to 
f o r e i g n investment, since t h i s Is affected l i k e any other 
form of investment by the prospective level of y i e l d . But 
here, i t Is Important t o point out some of the specific 
problems raised by foreign Investment, end examine the 
p o s s i b i l i t y of dealing with them through the nee of the 
relevant f i s e a l parameters. 
f o r e i g n Investment may be divided Into two main 
categories, public foreign investment, and private foreign 
investment. Our basic problem here i s the p o s s i b i l i t y of 
Influencing the rate of flow of foreign investment 
through f l o c a l measures, and the problem of making the 
beet productive use of a given quantity of foreign 
Investment. 
The main charac t e r i s t i c of foreign private Investment 
(ae d i s t i n c t from public foreign investment) i s that la 
Is mainly used i n d i r e c t l y productive a c t i v i t i e s which 
contribute d i r e c t l y to the growth In gross national product. 
(22) See Nurkse,R.op.cit.p.e8; and Knehne,L. "The Role of 
Private, Public, and International Capital Exports to 
Underdeveloped Countries" (Public Finance, Vol.XVII.No.4. 
1962) p.321. 
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Toe baate point hero i e that t h i s s p e c i f i c form of foreign 
Investment, contributes d i r e c t l y t o the Increase i n the 
rate of capit a l formation. Thus the main problem here 
i s to incorporate s u f f i c i e n t incentive measures i n the 
tax structure t o maximize the flow of private foreign 
investment. Here the problem of international double 
taxation Is probably the most serious source of 
disincentive, ' However i t must bo stressed here that 
f i s c a l incentives (or disincentives) are not the sole 
determinants of the flow of private foreign Investment. 
Non-fiscal f a c t o r * such as the else of t o t a l markets and 
the degree of p o l i t i c a l s t a b i l i t y may be of v i t a l 
importance noire. Moreover, the contribution of pr i v a t e 
foreign investment should not be viewed only i n terms of . 
i t s Incremental addition to the t o t a l rate of c a p i t a l 
formation, but also i n terms of i t s possible c o n t r i b u t i o n 
to the growth of labour and managerial s k i l l s , which may 
themselves be v i t a l t o growth i n i t s e a r l i e s t stages. 
Public c a p i t a l onports do net present ue wi t h the 
same f i s c a l problems as private c a p i t a l estporte. The 
main problem here ie to ensure t h e i r best use i n 
productive economic a c t i v i t i e s . Public foreign c a p i t a l 
may be more uaeful than private foreign c a p i t a l under 
(23) The above problem i s of special Importance and in t e r e s t 
i n the case of private foreign investment^ %1though pri v a t e 
foreign investment may be equally Influenced by the same 
set of Incentive measures that influence private domestic 
investment, see section c. 
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aotne circumstances, since i t could be used to supplement 
the rate of ca p i t a l formation i n some specif i c economic 
sector, according t o an overa l l economic plan*. I n 
contrast* private foreign capital tends to concentrate 
I n specific sectors of the underdeveloped economies i.e. 
experts, t h i s may hinder the process of economic 
d i v e r s i f i c a t i o n . * 2 4 * 
I t has already been stressed above, that f i s c a l 
incentive measures may apply equally t o private foreign 
and private domestic investment. However the problem of 
international double taxation has been singled out a* a 
special problem r e l a t i n g t o private foreign investment. 
International double taxation i s a s i t u a t i o n where the 
same economic transaction, or flow of income, i s subjected 
to the same tax i . e . company taxation, by more than one 
national tax a u t h o r i t y . The t o t a l o r p a r t i a l elimination 
of t h i s specifie disincentive may be achieved by a 
va r i e t y of f i s c a l measures. B i l a t e r a l tax agreements may 
allocate various types of income and property t o the 
tax a u t h o r i t i e s of both countries according t o some 
specific c r i t e r i a . Tax c r e d i t i s another method by which 
one fax authority allows the deduction of taxes paid abroad 
b y . i t s nationals and corporations, from t h e i r taxable 
(24) See U.N. "Methods of financing Economic Development 
i n Underdeveloped Countries" op*cit. p.96} Nurkse.R. 
op.cit. p.p. 03-84} and Huehne.L.op.cit.p.320. 
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income at home. Complete tax exemption may be a useful 
instrument i n abolishing international double taxation, 
but i t s use is rather l i m i t e d , since i t assumes that the 
exempt a c t i v i t y i s operative i n both countries. However 
the above reason i s not the only one f o r i t s l i m i t e d 
use, since the above measure may Involve a considerable 
(25) 
loss of revenue. 
e. The Public Sector. 
So far we have examined the p o s s i b i l i t y of using 
various f i s c a l parameters to achieve a r e l a t i v e l y more 
favourable a l l o c a t i o n of resources. The discussion 
above, has been limi t e d to the p o s s i b i l i t y of using 
f i s c a l parameters t o induce a r e l a t i v e l y more favourable 
pattern of ' decision making i n the private sector. 
However, i t may be doubtful whether the private 
sector can achieve by i t s e l f (supplemented by f i s c a l 
incentive measures) the rate of capital formation 
required by the extensive development programmes of 
most underdeveloped countries today. Here i t i s important 
(25) f o r a detailed discussion of the various measures 
to deal with the problem of international double taxation, 
see U.N. "The Effects of Taxation on Foreign Trade and 
Investment" (Sales No.1950.XVI. I • New York,1950) 
p.p.43-52. A l i s t of the various international agreements 
reached on the problem of intematonal double taxation i s 
shown i n I b i d . Appendix. 
(26) The term " a l l o c a t i o n " i s used i n i t s wider sense 
as defined i n section I . 
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to note that tho p o s s i b i l i t y of achieving a r e l a t i v e l y 
more favourable a l l o c a t i o n of resources through the 
public sector, does not necessarily imply the d i r e c t 
p a r t i c i p a t i o n of the public sector In c a p i t a l formation. 
For i t i s possible that a government may use part of 
i t s resources to cover i t s current and social overhead 
expenditure, and make the remainder of I t s resources 
available to the private sector to invest. ' Thus 
the main point here ie not whether Investment should be 
(28) 
public or p r i v a t e / rath&r i t i s the p o s s i b i l i t y of 
maximising the contribution of the public sector to 
c a p i t a l formation by devoting an increasing share of 
i 
government;B resources t o c a p i t a l formation (as d i s t i n c t 
from current expenditure). 
I t I s well acknowledged that the present functions 
of. the public sector i n an underdeveloped economy, i s to 
provide f o r the basic governmental functions I.e. law, 
defence, to provide f o r social overhead c a p i t a l expenditure, 
(27) The experience of Japan i n i t s e a r l i e r stages of 
development i s an extremely i n t e r e s t i n g example. For the 
government there, channelled a r e l a t i v e l y large amount of 
resources through the tax system, making the largest part 
of i t available to finance i n d u s t r i a l projects i n the 
private sector. See Johnston,B,F. " A g r i c u l t u r a l 
Productivity and Economic Development i n Japan" (J.P.E. 
Vol.LIX.19Sl) p.p.501-503. 
(28) The above question may have considerable importance i n 
the context of d i s t r i b u t i o n policy. But the question of 
d i s t r i b u t i o n may best be dealt with through the tax 
transfer mechanism, since i f investment decisions are to be 
subjected to d i s t r i b u t i o n a l consierations, the 
misallocation of resources may become unavoidable. 
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and to supplement the e f f o r t s of the private sector 
In r a i s i n g the level of c a p i t a l formation, by devoting 
a proportion of i t s t o t a l resources for that. Here i f 
we define developmental expenditure to include both 
social overhead ca p i t a l expenditure and expenditure of 
fi x e d c a p i t a l formation, the public savings may be 
defined as the excess of governments t o t a l receipts 
over current non-developmental expenditure. Social 
overhead capit a l can only be provided f o r through the 
public sector due to i t s r e l a t i v e l y huge costs, and 
due to the divergence between social and individual 
(29) 
p r o f i t here. While recognising that social overhead 
c a p i t a l may not be d i r e c t l y productive, i n the sense 
that i t does not add d i r e c t l y to t o t a l productive 
capacity, i t s importance to economic growth stems mainly 
from i t s favourable e f f e c t s on the economy i n general, 
and i n p a r t i c u l a r on increasing the p r o d u c t i v i t y of the 
private sector. The existence of a r e l a t i v e l y high 
standard of public services such as transport, corc.Tiunications 
and power, may raice the marginal p r o d u c t i v i t y of 
investment i n the private sector, t h i s p o s s i b i l i t y induces 
a r e l a t i v e l y higher level of c a p i t a l formation i n the 
private s e c t o r . F u r t h e r m o r e , the favourable effects of 
(29) See.Ch.4. 
(30) See Hirachsjftn,A.O."The Strategy of Economic 
Development" (Tale University press,1958) p.84; and 
Sleslnger.R.E."Fiscal Considerations f o r Underdeveloped 
Countries" (Kyclos -Vol.XV.1962) p.p.625-626. 
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social overhead c a p i t a l expenditure, on the q u a l i t y end 
e f f i c i e n c y of other fa c t o r s , i . e . labour, should not be 
Ignored. Consequently, I t i s only through c o n t r o l l i n g 
the growth of current expenditure and devoting an 
increasingly larger share of government's resources to 
c a p i t a l formation, that the public sector may contribute 
p o s i t i v e l y I n increasing the t o t a l rate of c a p i t a l 
formation i n the economy. 
.11^ d i s t r i b u t i o n of Incomes » 
Although the a l l o c a t l v e role of f i s c a l p o l i c y seems 
to assume primary Importance I n discussions relevant 
to underdeveloped economies, i t ie by no means the only 
aim of f i s c a l p o l i c y (hero. For c l e a r l y the problem of 
income and wealth d i s t r i b u t i o n ie of utmost importance 
In underdeveloped countries today. While an increase i n 
per c a p i t a l income i s usually associated with the concept 
of development, i t must be pointed out that such an 
increase does not necessarily imply an improvement i n 
the standard of l i v i n g of the bulk of people/ t h i s 
development (or per capita increase I n income) must be 
linked closely e?ith such an increase i n the standard of 
l i v i n g . Clearly, one cannot f a l l to see the importance 
of the d i s t r i b u t i o n a l r o l e of f i s c a l policy i n the above 
context. 
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The central problem of any f i s c a l d i s t r i b u t i o n a l 
p o l i c y , i n to determine the required state of d i s t r i b u t i o n , 
and t o formulate the appropriate f i s c a l measures to 
achieve that required state. The e x i s t i n g d i s t r i b u t i o n 
of income at any one moment of time.is a function of 
the, market earnings of factors, and the ownership of 
factors of production. Here i t i s important to hole 
that the desire for a r e l a t i v e l y more equitable 
d i s t r i b u t i o n of income and wealth* i s probably much 
stronger i n underdeveloped economies than developed ones, 
bearing i n mind that the income and wealth d i s t r i b u t i o n 
i n the former, may be r e l a t i v e l y more skewed than i n the 
l a t t e r * 1 ' V?hllc recognising the, theoratixxal. _ 
d i f f i c u l t y of determining the most appropriate state of 
(32) 
d i s t r i b u t i o n , ' i t i s r e l a t i v e l y easier to formulate 
f i s c a l measures which may reduce inequality, assuming 
that one accepts that a r e l a t i v e l y lesser degree of 
inequality i s desirable. I t i s i n t e r e s t i n g to note that 
the major r e d i s t r i b u t i o n a l adjustments i n developed 
economies were achieved mostly by the use of a highly 
progressive system of income taxation* and a v a r i e t y of 
wealth taxes. While the use of progressive d i r e c t 
taxation as a f i s c a l d i s t r i b u t i o n a l instrument i s well 
(31) Meir.G.M. and Baldwin,R.E.op.cit.p.307; U.N. "Taxes and 
Fiscal Policy i n Underdeveloped Countries'* (Sales No.II. 
H,l. New York,1954) p.17; and Kuae*ts,S. "Economic Growth 
and Income Inequality" (A.E.H. Vol.XLV. 1955) p.p.20-23. 
(32) See Muegrave,K.A.op.cit.p.19; and Wiseman,J."The 
Public Economy" (Economica • New Series *Vol.XXVII.1960)p.262. 
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recognised today, one must note i t s l i m i t e d a p p l i c a b i l i t y 
(33) 
i n most underdeveloped countries at present. However 
th i s should not imply that the d i s t r i b u t i o n a l role of 
f i s c a l p o l i c y In underdeveloped countries i s neglible. 
The introduction o l an element of progression i n indirect 
taxation may serve as a p a r t i a l substitute of highly 
progressive d i r e c t taxation. Furthermore, the change i n 
the pattern of government expenditure, may have some 
(34) 
s i g n i f i c a n t d i s t r i b u t i o n a l implications. ' 
Meanwhile while i t may be assumed that a r e l a t i v e l y 
lesser degree of inequality may by i t s e l f be a desirable 
objective, i t i s impost ant to consider the possible 
effects of pursuingm more equitable d i s t r i b u t i o n a l 
policy on the t o t a l volume of savings lb the economy. 
I t has already been stressed that the major aim 
of a l l e e a t i v e f i s c a l policy i n underdeveloped economies, 
is to achieve an optimum a l l o c a t i o n of resources which 
is favourable to development. The implications of the 
above i n terms of maximising savings and investment 
ratier than immediate consumption have already been dealt 
with. Here, i f one accepts the hypothesis that t o t a l 
private savings are pri m a r i l y a function of the degree 
of inequality of disposable income, and that the 
marginal propensity to save of higher income groups, 
(33) . The above point i s discussed i n more d e t a i l i n 
chapter 3, mainly with reference to Iraq. 
(34) See chapter 4. 
is r e l a t i v e l y higher than that of lower income groups; 
then I t w i l l be clear that f i s c a l r e d i s t r i b u t i o n p o l i c y 
aiming at a r e l a t i v e l y more equal d i s t r i b u t i o n , may ef f e c t 
the t o t a l Volume of private savings adversly. Thus i t 
becomes apparent that one might be faced with the possible 
c o n f l i c t between the all o c a t i v e and the d i s t r i b u t i o n a l 
roles of i i a e a l p o l i c y . For while the al l o c a t i v e r o l e 
of f i s c a l p o l i c y i n underdeveloped countries, i s 
p r i m a r i l y oriented towards maximising the volume of 
resources used f o r f u r t h e r development rather than 
current consumption, the d i s t r i b u t i o n a l r o l e of f i s c a l 
p olicy way i n h i b i t the above considerably. Some eztpirical 
(35) 
research on tJw above hypothesis oi&y have suggested 
that i t contains a considerable element of t r u t h i n i t . 
However i t was stressed that £exclusions drawn from the 
above type of findings must be used with the utmost care!^' 
while a r e l a t i v e l y large degree of income inequality 
stay have served i n the past i n providing more savings 
f o r use i n c a p i t a l development, i t i s i n t e r e s t i n g t o note 
that the major source of savings i n the e a r l i e r stages 
of development of i n d u s t r i a l economies, were p r o f i t s . 
Thus i t may have been that the r a t e of t o t a l private 
savings i n the past, was determined not by the degree of 
i > m i . i i • I i i — — — f c i i — I I i • • i 
(35) Kux{)fits,S. "Economic Growth and Income Inequality" 
op.cit. p.7.KuBe&ta shows that i n some of the advanced 
economies, private savings are mostly performed by the 
highest income groups* I n the U.S.A. almost a l l private 
savings are performed by the highest decile of income 
earners,Ibid. 
(36) lbid #p.p.25-26. 
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inequality ae such, but by a special type of inequality* 
Arthur Lewis, advances the proposition that the t o t a l 
volume of private savings i n the economy, i s not determined 
by the degree of inequality as such, but by a p a r t i c u l a r 
type of income inequality i n which the rate of p r o f i t s 
137) 
to national income i s r e l a t i v e l y high. ' The implications 
of the above hypothesis are extremely relevant to under* 
developed countries, since the type of income inequality 
one gets there, can hardly be assumed to induce a 
r e l a t i v e l y higher rate of private savings. Excessive 
consumption of Luxuries by higher income groups i s a 
common phenomenon i n most underdovdoped countries today. 
Higher income groups deriving t h e i r incomes mostly from 
a g r i c u l t u r a l r e n t , use most of i t f o r consumption. 
This i s hardly surprising since rent income earners 
(as d i s t i n c t from p r o f i t income earners) simply do not 
possess the business mentality that the l a t t e r do, thus 
13 
t h e i r interest i n business expansion i s extremely l i m i t e d . 1 
I n contrast, low income earners i n underdeveloped 
countries tend to have a r e l a t i v e l y high marginal 
propensity t o consume, mainly because they tend t o be 
near the subsistence l e v e l . I n developed economies 
(37) Lewis.W.A. op.cit. p.p. 226*227. 
(38) Ibid,p.p. 231-232. 
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today, one may expect t o f i n d a r e l a t i v e l y larger 
d i f f e r e n t i a l between the marginal propensities to consume 
of higher and lower income groups, than i n underdeveloped 
economies.* 3 9* 
Thus while I t may be correct t o assume t h a i the 
marginal propensity to save of the r e l a t i v e l y higher 
Income groups, i s higher than that of lower Income 
groups i n developed economies, i t la doubtful whether 
the above hypothesis possesses the same degree of 
v a l i d i t y i n underdeveloped countries. Hence i t may be 
noted thatthe unfavourable effe c t s of f i s c a l r e d i s t r i b u t i v e 
measures on the volume of private savings, may be 
r e l a t i v e l y milder In an underdeveloped economy. Further more 
i t le probably that such measures may increase the t o t a l 
rate of savings I n the economy, since public savings 
may substitute mainly p r i v a t e consumption rather then 
private savings. However t h i s w i l l depend mainly whether 
the bulk of tax revenue l a derived from i n d i r e c t taxation. 
For I f the bulk of tax revenue i s derived from d i r e c t 
taxation the above inference may not necessarily hold true. 
The unfavourable effects of f i s c a l r e d i s t r i b u t i v e 
measures on the rate of savings, may assume a r e l a t i v e l y 
greater Importance a t the l a t e r etages of development, 
(39) Kueents.fV'Kconoajlc Growth and Income Inequality** 
op.clt. p.7. 
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F i n a l l y , i t l a interesting t o note that the o r i g i n a l 
hypothesis * that t o t a l p rivate savings are a function 
of the degree of inequality of disposable income - can 
hardly be substantiated with reference to underdeveloped 
economies, when one looks at the r e l a t i v e l y lew savings 
r a t i o there, bearing I n mind that income d i s t r i b u t i o n 
Is generally more skewed i n underdeveloped countries, 
than l a developed ones. 
I I I . The Role of Fiscal ibHcv I n Promoting Economic S t a b i l i t y . 
Here the basic aim of f i s c a l p o l i c y can be stated 
as that of the maintenance of an optimum level of 
resource u t i l i s a t i o n and price s t a b i l i t y . The importance 
of f i s c a l policy i n t h i s context stems mainly from the 
recognition, that the modern c a p i t a l i s t i c economy Is 
not always self adjusting towards f u l l employment, aa 
has always been assumed by c l a s s i c a l economists. Keynes 
stressed that the above le only a special case, and not 
the general case as held before.^* 0* 
Under the cla s s i c a l system, one can only think i n 
terms of a minimum budget, thus the main Tale of f i s c a l 
theory and pol i c y was confined to the determination of the 
beet a l l o c a t i o n of a given tax burden among various 
taxpayers. But once the assumption of automatic s e l f 
adjustment towards f u l l employment i s dropped, the ro l e 
(40) Keynee.J.M. MThe General Theory of Employment, I n t e r e s t , 
and Money1' (Macmi 11 an,London, 1961) p. 3, 
•89* 
of f i s c a l p o l i c y as a s t a b i l i s e r becomes more clear. 
The quantitative assessment of the rol e of f i s c a l p o l i c y 
hero, depends mainly on the correct s t a t i s t i c a l estimation 
of the level of aggregate demand required to produce the 
f u l l employment value of gross national product. By 
deducting the e x i s t i n g level of demand from the above, 
one can arrive at a quantitative assessment of the role 
of f i s c a l p o l i c y i n economic s t a b i l i s a t i o n . 
Here a government may use various f i s c a l parameters t o 
achieve i t s objectives. Tax rates ( d i r e c t and i n d i r e c t ) 
may be altered to influence the aggregate level of demand 
i n the economy. Moreover, a government may a f f e c t the 
level of aggregate demand by a l t e r i n g the volume of l i e 
expenditure, or a combination of both above measures may 
be used. Here, i t must be noted that Influencing the 
level of aggregate demand through changing the various 
tax r a t i o s i s a more e f f i c i e n t method of s t a b i l last ion, 
since the sudden changes of government expenditure may 
(41) 
Involve the raise!location of resources* The above 
point i s of p a r t i c u l a r relevance t o underdeveloped countries, 
since the subjection of government expenditure (especially 
developmental expenditure) t o audden changes may have 
(41) The above point i s stressed with reference to the 
necessity of distinguishing c l e a r l y between the a l l o c a t i v e 
and s t a b i l i s i n g functions of f i s c a l policy, see Musgrave, 
ft.A. op.cit. p.p. 5*6 and 37*39. 
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extremely adverse effects on the course of economic growth. 
Furthermore* I t i s Important to stress that the 
s t a b i l i s i n g r o l e of f i s c a l policy does not necessarily 
imply a stationary level of incomes and prices, rather 
I t implies mainly the regulation of Income growth i n 
proportion w i t h the growth of p r o d u c t i v i t y I n the economy. 
Almost a l l economic models are b u i l t on assumptions 
which may be relevant to specific economic conditions. 
The above b r i e f elaboration on the s t a b i l i z i n g role of 
f i s c a l p o l i c y la no exception. I t i e I n t e r e s t i n g to 
note that the major th e o r e t i c a l developments l a the 
f i e l d of compensatory f i s c a l p o l i c y , evolved mainly with 
reference to the general stagnation conditions p r e v a i l i n g 
in the inter-ware period I n highly developed economies. 
Thus i t would be useful t o examine the a p p l i c a b i l i t y of 
the basic elements of such models t o underdeveloped 
economies. 
Compensatory f i s c a l p o l i c y I n developed economies 
assumes a r e l a t i v e l y e l a s t i c supply function f o r the 
economy as a whole (at least up to f u l l employment l e v e l ) . 
Such an assumption may be correct here, since excess 
productive capacity may exist i n most sectors below the 
level of f u l l employment. I n contrast such an assumption 
may not be a correct one i n an underdeveloped economy, 
since the e l a s t i c i t y of supply f o r most sectors i s 
r e l a t i v e l y very low. For here, while recognising that 
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there may be unemployed labour, productive capacity 
cannot increase except w i t h an increase i n the amounts of 
other factors of production, namely fixed c a p i t a l . Thus 
i t can be seen that the problem of unemployed resources i n 
underdeveloped countries, i s b a s i c a l l y d i f f e r e n t from 
i t s counterpart i n developed economies. Hence, an 
Increase of the level of aggregate demand In an underdeveloped 
economy, may only produce an increase i n the money value 
of groRS national products (price increases o n l y ) , and 
not an increase I n I t s real value. 
We have stressed above that the results of applying 
t r a d i t i o n a l tools of compensatory f i s c a l p o l i c y , may 
be quite i n f l a t i o n a r y i n nature, i n underdeveloped 
economies. While i t i s possible t o view the problem of 
i n s t a b i l i t y as mainly a short-run problem i n a developed 
economy. I t would be more useful to view the above problem 
as a long-run one In underdeveloped economies. For while 
the unemployment of I d l e resources may stem from the lack 
of adequate monetary demand i n a developed economy, the 
solution of the problem i n an underdeveloped economy, 
should mainly stress the enlargement of t o t a l productive 
capacity as a means of absorbing unemployed labour. Thus 
the problem of s t a b i l i t y i n an underdeveloped economy 
may be viewed as that of providing the complimentary 
factors of production t o labour, namely f i x e d c a p i t a l . 
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However, i t mast be stressed that the problem of 
short*run s t a b i l i t y (with special reference to the 
problem of i n f l a t i o n ) s t i l l exists i n an underdeveloped 
economy, as d i s t i n c t from the problem of long-run growth 
of production capacity. This should be born i n mind 
when framing the f i s e a l p o l i c y of an underdeveloped 
economy, where two d i f f e r e n t sets of f i s c a l measures 
may be incorporated i n the budgets t o deal with the 
above problems. 
F i n a l l y , i t i s important to examine the f e a s i b i l i t y 
of financing development expenditure through controlled 
i n f l a t i o n . Here the basic theme is that i n f l a t i o n , 
• through p r i c e * increases, may induce a r e l a t i v e l y higher 
volume of investment. While t h i s may be true to some 
extent - especially i n developed economies • i t i s 
Important t o point out that i t Is by no means the only 
single implication of i n f l a t i o n . For i n f l a t i o n may 
induce an adverse structure of investment from a 
developmental view/ I t has already been stressed e a r l i e r , 
that i t Is only Investment i n d i r e c t l y productive 
a c t i v i t i e s that a f f e c t s the growth rate of the economy. 
Unproductive types of investment may be stimulated 
considerably under I n f l a t i o n a r y conditions. Furthermore 
severe i n f l a t i o n may have extremely adverse effec t s on 
the level of personal savings, since the existence of a 
r e l a t i v e l y stable level of prices may be considered as 
an important and basic condition to the growth of 
personal savings. 
Consequently, i t i s only through f i s c a l non-inflationary 
p o l i c y that underdeveloped countries can hope to achieve 
development with s t a b i l i t y . At best, a tolerable rate 
of i n f l a t i o n may serve as an instrument of development, 
only where expenditure Incurred i s directed p r i m a r i l y 
towards s e l f - l i q u i d a t i n g projects, which may add to 
t o t a l production without any considerable time lag. 
(42) See Pesmazoglu,J. "The Relation Between Monetary 
and Fiscal Policy" (paper i n "Government Finance and 
Economic Development" ) op.clt, p.97. 
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Chapter 3 
REVENUE STRUCTURE AM? TAX POLICY 
The basic aim of the present chapter, i s the c r i t i c a l 
evaluation of the present revenue structure and tax p o l i c y 
i n Iraq. This w i l l be done mainly against the factual and 
anal y t i c a l background already developed i n the previous 
chapters. Thus, i n the following analysis, our main concern 
i s the assessment of the r e l a t i v e success of Iraq's present 
revenue system and tax pol i c y i n : * 
(a) Achieving an optimum a l l o c a t i o n ^ ^ o f 
resources which i s favourable to economic 
growth. 
(b) Reducing the degree of inequality i n the 
d i s t r i b u t i o n of incomes and wealth, 
and (c) Providing the necessary f i s c a l tools f o r 
the achievement of short-term s t a b i l i t y 
I n the economy. 
While the above outlined objectives are a l l important 
i n the f i s c a l p o l i c y of underdevelopment, i t has been 
stressed e a r l i e r that the a l l o c a t i o n of resources should 
be emphasised i n p a r t i c u l a r w i t h respect to underdeveloped 
The term " a l l o c a t i o n of resources" i s defined i n 
i t s widest sense to include the problem of a l l o c a t i n g 
t o t a l economic resources between investment and 
immediate eonsumption. See Ch. 2, sec. I . 
countries, mainly because of i t s profound influence on the 
t o t a l rate of c a p i t a l formation i n the economy. However, 
the other two objectives of d i s t r i b u t i o n and short-term 
s t a b i l i t y w i l l not be ignored t o t a l l y , since they do form 
an integrate part of f i s c a l p o l i c y i n I r a q , as i n any other 
country at present. 
The importance of the revenue structure i n an under-
developed country l i k e I r a q , and i t s a b i l i t y to mobilise 
a r e l a t i v e l y larger amount of resources f o r development, 
stems from the fact that the bulk of the function of economic 
development i n underdeveloped countries, rests mainly on 
t h e i r government sectors i n the i n i t i a l stages of 
development. Bearing i n mind that a central government 
has to finance i t s ordinary current expenditure, one can 
not f a i l t o see the necessity of having a r e l a t i v e l y 
e f f i c i e n t revenue system, that can mobilize a siaeable 
proportion of t o t a l economic resources, not only t o cover 
ordinary current government expenditure, but to p a r t i c i p a t e 
d i r e c t l y i n the process of eapital formation. 
Here i t i s important to emphasize that the success of 
f i s c a l policy i n accelerating the growth rate of the economy 
does not depend e n t i r e l y on the r e l a t i v e size of the 
government sector, since various s t r u c t u r a l features of 
the tax system may have a profound e f f e c t on the pattern 
of t o t a l resources a l l o c a t i o n i n the economy. However, 
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i t must be stressed here, that i f the r e l a t i v e size of the 
government i s n e g l i g i b l e , then no considerable amount of 
resource a l l o c a t i o n , income d i s t r i b u t i o n , or economic 
(2) 
s t a b i l i s a t i o n can be achieved. 
I . Size and Structure of Government} Revenue 
Our f i r s t step here i s t o examine the size and 
structure of t o t a l government revenue i n Iraq for the 
period 1953-1963. 
I t can be seen cle a r l y from table 17 that the 
r e l a t i v e size of government revenue (as a % of G.N.P.) 
varied from a maximum of 36% i n 1955, to a minimum of 25% 
i n 1957, giving an average of 32% f o r the whole period. 
Here i t may appear at f i r s t , that Iraq's revenue structure 
i s quite developed, i n terms of i t s c a p a b i l i t y of 
mobilising resources to the government sector, since the 
above average rate of 32% i s almost as high as that of 
(3) 
the U.K., 37V Yet i f we examine the structure of 
government revenue i n Iraq I n more d e t a i l , we f i n d that 
i t i s not as developed as i t appears to be at f i r s t . 
(2) I n fact a percentage of 20ft has been suggested as 
the minimum r e l a t i v e sine of the government sector, 
which may be necessary f o r the management of a f a i r l y 
e f f e c t i v e f i s c a l p o l i c y , see Hicks, U.K. "Development 
Finance" (Oxford University Press, 1965) p.69. 
(3) The above rate has been calculated on the basis of 
the 1963 data from U.N. " S t a t i s t i c a l Yearbook, 1963" 
(New york, 1964), Table 183, p.640. and Table 170, 
p.528. 
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For the bulk of t o t a l government revenue i n Iraq i s mainly 
(4) 
derived from o i l r o y a l t i e s . Thus i f revenue from o i l i s 
excluded we get a t o t a l l y d i f f e r e n t picture. 
Table 18 shows the r e l a t i v e importance of major 
categories of revenue i n terms of t h e i r a b i l i t y to mobilize 
resources to the government's sector i n Iraq. Excluding 
o i l revenue, i t can be seen c l e a r l y from table 18 that 
ordinary taxes ( d i r e c t and in d i r e c t ) could only mobilize 
on average about 12% of t o t a l economic resources f o r the 
government sector i n Iraq. Furthermore, looking at tables 
18 and 19, i t becomes evident that o i l revenue s t i l l dominates 
the whole revenue structure i n Iraq. For o i l revenue accounts 
on average for about 62% of t o t a l government revenue, while 
ordinary tax revenues accounted on average for about 28% of 
of t o t a l government revenue, the remaining 10% being accounted 
for by other fioii-tax revenues, i.e. r e g i s t r a t i o n fees. 
Bee table 19. While o i l r o y a l t i e s may i n the last 
analysis be considered as a tax on company p r o f i t s , we 
have found i t useful to dist i n g u i s h between o i l revenue 
( r o y a l t i e s ) and ordinary company taxation i n Iraq, f o r 
two main reasons. F i r s t , o i l r o y a l t i e s cannot be 
considered exactly as an ordinary tax on company p r o f i t s , 
since t h e i r rates are not only subject to the j u r i s d i c t i o n 
of the national tax authority, but are fi x e d by b i l a t e r a l 
agreements between Iraq and the foreign o i l companies. 
Such agreements usually extend over a r e l a t i v e l y long 
period of time, thus i t i s inconceivable that the tax 
rate ( r o y a l t y ) can be changed as other tax rates. Secondly, 
the above d i s t i n c t i o n w i l l enable us to assess the charac-
t e r i s t i c s of the basic tax structure and policy i n Ir a q . 
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The predominance of o i l revenues i n the I r a q i 
revenue structure r e f l e c t s p a r t l y the r e l a t i v e importance 
of the o i l sector i n the I r a q i economy, for the r e l a t i v e 
contribution of the o i l sector to t o t a l economic a c t i v i t y 
(5) 
(N.Y.) i n Iraq, was about 23% on average for the period 
1953-1963. However the above can only p a r t i a l l y explain 
the predominance of o i l revenue, since t h i s is due as 
well to the inadequacy of tax policy i n Iraq. Thus the 
ra i s i n g of tax yields i n Iraq (as a % of t o t a l government 
revenue and N.Y.) remains the central problem of tax policy 
i n Iraq at present, f o r i t is extremely d i f f i c u l t to see 
how f i s c a l policy can play an important role i n achieving 
i t s objectives of a l l o c a t i o n , d i s t r i b u t i o n and s t a b i l i t y , 
while tax revenue i n Iraq remains at i t s present low 
(6) 
r e l a t i v e and absolute level* Furthermore, the present 
predominance of o i l revenue is bound to subject government 
revenues and expenditures to variations which are p a r t i a l l y 
beyond i t s own f i s c a l control. This i s necessarily so since 
the government receives a fixed rate of the p r o f i t s of o i l 
companies, but cannot control the general price and production 
movements of o i l . Thus any severe price and production 
(5) Haseeb, K. (mimco) op. c i t . . Table 7, p.19. 
(6) While the above problem is of extreme importance i n 
the context of tax policy and reform i n Iraq, i t should 
be stressed that the achievement of the above f i s c a l 
objectives i s not t o t a l l y dependent on tax policy, but 
on expenditure policy as well See chapter 4. 
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movements here w i l l r e f l e c t themselves strongly i n the 
(7) 
movements of N.Y. and t o t a l government revenue. Given 
the r e l a t i v e l y important role of the government's sector 
(3) 
i n the economic development of Iraq, one can c l e a r l y see 
the disadvantages involved i n subjecting government 
expenditure (especially development expenditure) to such 
severe and sudden changes. 
Furthermore, the increase i n the r e l a t i v e contribution 
of the various taxes t o t t o t a l government revenue, may be 
important from a d i s t r i b u t i o n a l point of view. While 
recognising the p o t e n t i a l i t i e s of the use of government 
expenditure policy i n achieving a r e l a t i v e l y more equitable 
d i s t r i b u t i o n of incomes i n Iraq, taxation remains a better 
(9 
and more ef f e c t i v e f i s c a l tool i n t h i s specific context. 
Thus, i t i s un l i k e l y to achieve a r e l a t i v e l y wide degree 
of income and wealth r e d i s t r i b u t i o n , while the r e l a t i v e 
contribution of taxation to t o t a l government revenue. 
(7) The decline i n o i l production during the Suez c r i s i s 
was the basic reason for the f a l l i n the N.Y. of Iraq 
during that year, see table 1. Such a decline was 
reflected strongly by the decline of the absolute and 
r e l a t i v e contribution of o i l revenue to t o t a l government 
revenue, see tables 17 and 18. 
See chapter 4. 
% 7 ' Hicks, U.K. "Development Finance" op. c i t . , p.61. 
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remains at i t s present low level i n Iraq. Moreover the 
r e l a t i v e increase i n the y i e l d of taxation may be of 
further importance i f the problem of short-term s t a b i l i t y 
ie considered. While o i l r o y a l t i e s s t i l l dominate the 
revenue structure i n Iraq, i t becomes evident that the 
v a r i a t i o n of the level of government expenditure i s 
probably the only e f f e c t i v e f i s c a l measure, that can be 
used to achieve short-term s t a b i l i t y i n the economy. 
But i n recognising the possible effectiveness of the above 
measure one cannot f a i l to see that a combined tax and 
expenditure measure may be far more e f f e c t i v e than 
expenditure measures only i n achieving short-term s t a b i l i t y . 
Moreover, i t i s quite important not to overlook the 
unfavourable effects of varying government expenditure 
ofi development programmes, ^  
The increase i n the r e l a t i v e contribution of tax revenue 
to t o t a l government revenue and N.Y. remains one of the 
urgent problems of f i s c a l p o l i c y i n Iraq today, i f one 
(10) The above point may have extremely important 
implications for I r a q , since the bulk of develop* 
mental expenditure may be spread over a period of 
time according to a given development programme. The 
subjection of such developmental expenditure to sudden 
changes, which may be conceived as short-term s t a b i l i t y 
measures, may have extremely harmful e f f e c t s . An 
increase i n the level of taxation may be more preferable 
here, since the problem of short-term s t a b i l i t y can be 
dealt with, without necessarily changing the already 
determined pattern of resource a l l o c a t i o n , see 
Musgrave, R.A. op.cit. pp. 38-39. 
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considers the revenue structure i n general. While the 
existence of a r e l a t i v e l y large y i e l d from o i l r o y a l t i e s , 
has contributed to the enlargement of the government sector 
i n I r a q , i t has contributed at the same time to the almost 
complete neglect of other forms of taxation. However, the 
above may have been p a r t l y due to the lack of the proper 
understanding of the role of f i s c a l policy i n general (and 
tax policy i n p a r t i c u l a r ) i n accelerating economic growth! 1*^ 
For i t uas not u n t i l recently that the role of taxation i n 
the a l l o c a t i o n of resources, d i s t r i b u t i o n of incomes and 
wealth, and short-term s t a b i l i t y , has been recognised 
properly i n Iraq's f i s c a l policy. 
Consequently, i n the long-run the increase i n the 
r e l a t i v e contribution of tax revenue (other than o i l r o y a l t i e s ) 
w i l l depend pr i m a r i l y on the deliberate governmental pol i c y 
(i2) 
of encouraging the growth of non-oil sectors i n the economy. 
^ I n fact the term " f i s c a l p olicy" was not used i n any 
o f f i c i a l f i s c a l documents u n t i l very recently, see 
Ernest, J., "Fiscal Policy i n Iraq", (Al Gummhuriah 
Press - Baghdad 1962) ( I n Arabic) pp. 6-7. Furthermore 
i t i s surprising to see no mention at a l l of the aims and 
objectives of f i s c a l policy, i n o f f i c i a l f i s c a l documents 
before 1959, see Govt/Rep. of Iraq - Ministry of Finance 
Directorate General of Budget - "Explanatory Note 
Regarding the Annual Budget", years 1951-1958; and 
Central Bank of Iraq "Annual Report", 19S3, pp. 37*38, 
and 1954, p.62. 
(12) 
• ' See chapter 4. 
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In the short-run however, the increase i n the r e l a t i v e 
contribution of other tax yields i n Iraq may be achieved 
by improving the f l e x i b i l i t y of the present tax structure. 
I t is to t h i s aspect we turn our a t t e n t i o n now. 
I I . F l e x i b i l i t y of The Tax Structure i n Iraq 
Here, the basic problem is to increase the degree of 
f l e x i b i l i t y of Iraq's tax structure, so as to make i t absorb 
the bulk of incremental income i n the various sectors of 
the economy. 
The question of the f l e x i b i l i t y of the tax structure, 
is of extreme importance and relevance i n underdeveloped 
economies today. For without a r e l a t i v e l y f l e x i b l e tax 
structure no underdeveloped country can hope to achieve 
an optimum a l l o c a t i o n of resources. While the question of 
tax structure f l e x i b i l i t y is discussed mainly i n terms of 
compensatory f i s c a l policy i n developed economies, i t s 
relevance to an underdeveloped country l i k e I r a q , stems 
mainly from i t s effects on d i v e r t i n g the bulk of incremental 
income i n t o productive investment. 
I t i s evident then that the increase i n tax revenue as 
a proportion of t o t a l government revenue and N.Y. i n Iraq, 
w i l l depend largely on the degree of f l e x i b i l i t y of Iraq's 
tax structure. Here i t may be useful to attempt a 
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s t a t i s t i c a l measurement of the above. But before 
doing so i t i s important to c l a r i f y the meaning of the 
concept " f l e x i b i l i t y " i n i t s f i s c a l context. The 
f l e x i b i l i t y of a tax structure may simply refer to the 
effeets of tax rates as such. Thus, i f the tax rates are 
arranged i n a specific way, i.e. progressive rates on 
income, then a given income increase w i l l be matched by 
a r e l a t i v e l y more proportional increase i n the tax yi e l d s . 
The above may be denoted as the " b u i l t - i n f l e x i b i l i t y " 
which i s d i r e c t l y related to the tax rates. I n contrast, 
an increase i n the tax yields i s possible without 
necessarily increasing tax rates, but simply by widening 
the present tax basis, imposing new taxes, or improving 
the administration of present taxes. This may be denoted 
as "administrative f l e x i b i l i t y " and should be distinguished 
from the above concept of " b u i l t - i n f l e x i b i l i t y " . 
Table 20 represents an attempt to measure to 
the f l e x i b i l i t y of the tax structure i n Iraq, for the 
period 1953-1963. Here i t is important to note that 
table 20 measures the overall (both b u i l t - i n and 
administrative) f l e x i b i l i t y of the tax structure i n Iraq, 
since i t i s reasonable to assume that the tax structure 
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was subject to change during the above period. At 
any rate i t w i l l be shown l a t e r i n the analysis that i t 
is the "overall f l e x i b i l i t y " that is more important to 
f i s c a l policy i n Iraq. 
I t can be seen from table 20, that the average index 
of overall f l e x i b i l i t y of the tax structure i n Iraq was 
about .8 for the period 1953-1963. However the single 
rates varied wicely between a maximum of 3.66 i n 1955, 
to a minimum of -1 i n 1959. While i t may be d i f f i c u l t to 
specify a numerical value required for the index of 
f l e x i b i l i t y i n I r a q , i t i s evident that the r e l a t i v e 
contribution of tax revenue (as a % of N.T.) w i l l not r i s e 
S i g n i f i c a n t l y , unless the overall index of f l e x i b i l i t y can 
be maintained at a r e l a t i v e l y high l e v e l , i.e. (.6*.8) so 
as to absorb the bulk of incremental income i n taxation. 
While the average index fo r Iraq was r e l a t i v e l y high, i t 
is i n t e r e s t i n g to note the r e l a t i v e l y wide v a r i a b i l i t y i n 
the single figures. 
Here the maintenance of a r e l a t i v e l y high degree of 
f l e x i b i l i t y i n the I r a q i tax structure may be accomplished 
either by arranging the rates of the various e x i s t i n g taxes 
(13) For a review of the major tax changes during the above 
period see. Central Bank of Iraq'Annual Reports", 1953, 
pp. 37-38j 1954. p.62$ 1955, pp> 37-38j 1956, p.30, and 
M i n i s t r y of Finance - Directorate General of Budget -
"Explanatory Note Regarding the Annual Budget", years 
1958-1963. 
75 
so as to incorporate a r e l a t i v e l y high degree of b u i l t - i n 
f l e x i b i l i t y , or to stress the highly income e l a s t i c taxes 
(14) 
as the major feature of the tax structure. Moreover, 
the improvements i n the q u a l i t y of f i s c a l administration 
may contribute to the r a i s i n g of the degree of overall 
f l e x i b i l i t y of Iraq's tax structure. 
While recognising that the present structure of tax 
rates i n Iraq may account p a r t i a l l y for the r e l a t i v e l y 
low level of tax yields, the administrative a b i l i t y and 
willingness of the government to impose and levy new taxes 
remain today the basic factor l i m i t i n g the increase i n 
(15) 
the r e l a t i v e share of taxation of government revenue. 
Moreover, i t is important to stress that i f the 
administrative a b i l i t y of the government i s l i m i t e d , then 
(11) 
The above has been stressed i n p a r t i c u l a r with reference 
to tax reform i n Iraq, see Balogh, T. "Economic Develop-
ment Policy i n Iraq" (Introduced to Arabic by Hassan, 
S.M. - Al-Aani Press • Baghdad 1958) pp. 147-148. 
Although the above may increase the r e l a t i v e tax y i e l d s , 
i t s possible unfavourable effects on the supply of work 
e f f o r t should not be overlooked. For a theoretical 
analysis of the effects of progressive income taxation 
on the supply of work e f f o r t see Musgrave, R.A. o p . c i t . , pp. 232-246. 
(15) Excluding o i l r o y a l t i e s . 
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an increase i n the progressiveness of present tax rates 
(or simply an increase i n the general rates) can hardly 
(16) 
be expected to increase tax y i e l d s , f o r i t is only 
under a r e l a t i v e l y e f f i c i e n t f i s c a l administration that 
the above may lead to increased tax yields. 
So f a r i t has been shown above that the attainment 
of a r e l a t i v e l y high degree of overall f l e x i b i l i t y , is 
of extreme importance to present f i s c a l policy i n Iraq. 
i l7' 
the necessity for the increased dependence on a sound f i s c a l 
system, which r e l i e s mainly on tax revenue (other than o i l 
r o y a l t i e s ) becomes clearer. Furthermore, the above becomes 
more evident i f one contrasts the basic features of the 
f i s c a l system of developed and underdeveloped economies. 
Given a r e l a t i v e l y high degree of f l e x i b i l i t y i n the tax 
(18) 
structures of most developed countries, i t can be seen 
clearly that an increase i n government's expenditure, can 
be met immediately by increases i n taxation, thus i t may be 
asserted that i t i s the level of government expenditure 
(16) Instead, t o t a l tax revenue may decrease even i n 
absolute terms, i f tax rates are increased where f i s c a l 
administration i s r e l a t i v e l y i n e f f i c i e n t , see Rahman, A.A. 
"The Revenue Structure of the E.F.A. Countries" (X.1\1.F. 
Staff Papers - Vol. X I I , No.l, 1965) p.115. 
* 1 7* See Balogh, T.. o p . c i t . , pp. 29-31. 
Kaldor, N. "Indian Tax Reform" (Government of India -
Ministry of Finance, New Delhi, 1956) p . l . 
that p r i m a r i l y determines the level of taxation i n 
developed economies. In contrast, we may get exactly 
the opposite sequence i n an underdeveloped country 
where the level of government expenditure i s l i m i t e d , 
not only by the level of the t o t a l resources i n the economy, 
but by the f a i l u r e of the tax structure and policy, to 
mobilize the needed resources for the use of the government's 
sector. 
111. Taxable Capacity i n Iraq 
So f a r we have stressed the need for a r e l a t i v e l y 
large degree of f l e x i b i l i t y i n Iraq's tax structure. 
Yet i t may be asserted that taxable capacity i n Ira q i s 
quite l i m i t e d , since per capita income is r e l a t i v e l y low. 
While recognising that the level of income and wealth i s 
the basic factor influencing the taxable capacity of any 
c o u n t r y , ^ t h e present low level of tax y i e l d s i n 
Iraq cannot be explained wholly by the r e l a t i v e l y low per 
capita income l e v e l . 
U9) See Tress, R,C, "Trends i n Public Finance" (Lloyds 
Bank Review - New Series - No. 29, 1953) p.34. 
(20) Excluding o i l r o y a l t i e s . 
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I t i s important to note that the concept of "taxable 
capacity" i n the i n d u s t r i a l l y advanced economies, i s mainly 
analysed with reference to i t s possible effects on v i t a l 
q u antities, i.e. production, savings. Thus, a given t o t a l 
tax r a t i o may be considered w i t h i n the taxable capacity of 
a country, i f i t has no detrimental effects on the t o t a l 
level of production. However, i t must be stressed that 
the above type of analysis does not necessarily take i n t o 
account the effects of government's expenditure as well. 
While some attempts have been made to specify numerically 
(211 
the c r i t i c a l level of taxation, the problem remains 
basic a l l y d i f f i c u l t t o determine i n s t r i c t l y quantitative 
terms. 
However, i t i s important to point out the possible 
effects of other relevant factors on the level of taxable 
capacity i n an underdeveloped country l i k e Iraq, The degree 
of p o l i t i c a l acceptance has often been stressed as an 
important factor influencing the level of taxable capacity 
(22) 
i n underdeveloped economies. Here, the p o l i t i c a l 
acceptance of a r e l a t i v e l y wide taxation programme w i l l 
depend not only on the general level of taxation, but on 
the structure of taxation as w e l l . Thus a r e l a t i v e l y more (21) 
* ' See Clark, C. "Public Finance and Changes i n the Value 
of Money" (E.J. Vol. LV, 1945) pp. 376-380. 
* ' F u j i t a , S. " P o l i t i c a l Ceiling on Income Taxation" 
(Public Finance - Vol. XVI, No. I , 1961) p.183. 
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equitable structure of taxation may induce the acceptance 
of a r e l a t i v e l y higher burden of taxation. S i m i l l a r l y , 
the above may depend largely on the pattern of government 
expenditure. Thus the existence of a s i g n i f i c a n t element 
of e q u i t a b i l i t y i n Iraq's tax structure should not be 
viewed only with respect to i t s d i s t r i b u t i o n a l effects 
but w i t h reference to i t s favourable effect i n inducing 
the acceptance of a r e l a t i v e l y heavy taxation programme 
at the i n i t i a l stages of growth. 
Moreover, the present level of f i s c a l administrative 
(23) 
e f f i c i e n c y i n I r a q 1 i s probably the most serious 
obstacle to the achievement of a r e l a t i v e l y higher level 
of tax yields. While recognising that administrative 
d i f f i c u l t i e s are existent i n a l l f i s c a l administrations, 
they generally present a more serious problem i n under-
developed countries. Thus an increase i n the standards 
of tax assessment and c o l l e c t i o n may increase the present 
tax yields i n Iraq, without necessarily r a i s i n g the 
(24) 
present tax rates, or introducing additional taxes. 
(23) This is discussed i n d e t a i l i n the next section. 
(24) 
For a thorough discussion on the problems,of f i s c a l 
administration i n underdeveloped economies see 
Jriroo, A.B. "Administrative end P o l i t i c a l Problems 
i n Raising Tax Yields" (paper i n "Government Finance 
and Economic Development") op.eit^.p. 213*230 
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Consequently, I t would be more useful to view the 
problems of taxable capacity i n I r a q today, as that of 
t r y i n g to r a i s e the level of the present realised taxable 
capacity, to a p o t e n t i a l l y higher possible l e v e l . While 
I t may be d i f f i c u l t to determine t h e o r e t i c a l l y the above, 
i f stay be stressed that Iraq's present realised taxable 
capacity may be f a r below I t s p otential taxable capacity. 
F i n a l l y , i t may be emphasised that the stressing of the 
element of equity i n Iraq's present tax structure. I f 
paralleled by improvements In tax assessment and c o l l e c t i o n , 
may contribute considerably towards bridging the present gap 
between realised and p o t e n t i a l taxable capacity In Iraq. 
(251 
IE. Analysis of Iraq's Tax Structure Policy. • 
So f a r we have examined the revenue structure of Iraq 
i n general. Here a detailed c r i t i c a l analysis of tax structure 
and policy i n Iraq ie presented. I t i s t h i s s p e c i f i c aspect 
of revenue structure and policy that i s p o t e n t i a l l y of great 
significance to economic development i n Iraq. The term 
" p o t e n t i a l " should be stressed here since we are not only 
concerned w i t h the analysis of the present tax structure as 
such, but mainly with the p o s s i b i l i t y of increasing the r o l e 
of taxation In Iraq's f i s c a l p o l i c y . Thus the following 
(25) 
'The above Is presented mainly i n terms of present tax 
structure i n Iraq. References to the h i s t o r i c a l 
development of specific aspects of the present tax 
structure w i l l be Indicated wherever possible. 
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analysis w i l l not be confined to the assessment of the 
quantitative r o l e of individual taxes only but w i t h 
t h e i r respective p o t e n t i a l i t i e s i n achieving the already 
outlined aims of f i s c a l p o l i t y . 
Thus, each tax w i l l be analysed i n terms of i t s 
economic e f f e c t s , e q u i t a b i l i t y , and administrative 
f e a s i b i l i t y . The economic effec t s of a tax are taken 
#271 
to include i t s r e a l incidence, ' hence.its possible 
effects on variable quantities which may influence the 
rate of capi t a l formation, i.e. t o t a l supply of savings. 
Furthermore, the a b i l i t y of the tax to act as an instrument 
of short-term at abi1i t y ie taken to be included i n i t • 
economic effects* However, while examining the I r a q i tax 
structure and policy i n d e t a i l , more stress would be l a i d 
(26) See chapter 2. 
(27) 
' I t is extremely important to d i s t i n g u i s h between the 
formal and r e a l incidence of taxation. While formal 
incidence can be estimated s t a t i s t i c a l l y by comparing 
the r e l a t i v e nominal burden on d i f f e r e n t income group*, 
real incidence cannot be estimated as such, and can 
only be discussed i n analytic terms, For a th e o r e t i c a l 
review of the problem of r e a l tax incidence see Hicks, 
O.K. "The Terminology of Tax Analysis" ( I n American 
Economic Association "Readings i n the Economics of 
Taxation" - A l l e n & Unwin, 1959) p.p. 221-225; Seligman, 
E.R.A. "Introduction to the S h i f t i n g & Incidence of 
Taxation" ( I b i d ) pp.202-213; and Dosser, D. "Tax 
Incidence & Growth" (E.J. Vol. LXXI, 1961) pp.572*591. 
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on the role of taxation i n the a l l o c a t i o n of t o t a l 
economic resources between investment and immediate 
consumption, since as i t has already been stressed, the 
above constitutes the central point i n the f i s c a l policy 
of any underdeveloped country. Nevertheless, the role of 
individual taxes i n reducing economic inequalities and 
maintaining short*term s t a b i l i t y w i l l not be ignored 
altogether, sinee the above two objectives do constitute 
an integral part of f i s c a l policy i n Iraq. 
(A) Direct Taxation, 
(1) Personal Income Taxation. 7 1 The importance 
of income taxation i n Iraq at present does not stem from 
i t s present f i s c a l significance, but mainly from i t s 
potential value as an instrument of equity. The above 
becomes clearer, i f we consider the possible increases i n 
the degrees of inequality of income and wealth, that may 
(28) We have followed the twofold t r a d i t i o n a l c l a s s i f i c a t i o n 
of taxes int o d i r e c t and i n d i r e c t taxes. Direct taxes 
in Iraq are taken as income (personal and company) tax, 
property taxes, death duties, and the a g r i c u l t u r a l land 
taxes. While indirect taxation i n Iraq includes import 
duties, excise taxes, and the abolished a g r i c u l t u r a l 
consumption ( l e t i b l a k ) taxes. For further discussion 
on the problem of tax c l a s s i f i c a t i o n see Hicks, U.K. 
"The Terminology of Tax Analysis" op . c i t . , pp. 214-221, 
and Dosser, D. "Indirect Taxation & Economic Development" 
( I n "Government Finance and Economic Development") 
op.cit,, pp. 127-128. 
(29) The above analysis is confined to the present income tax 
structure i n Iraq. For a review of the h i s t o r i c a l 
development of income taxation i n Iraq see A l - S a l i d i , K. 
"The Development of the Income Tax i n Iraq" ( A l - I k t i s a d i 
- No.4. Year S - 1964 - Al-Maarif Press, Baghdad) - I n 
Arabic - pp. 44-54. 
(30) accompany the process of economic growth. 
Table 21 shows tho r e l a t i v e contributions of major 
taxes to t o t a l tax revenue i n Iraq for 1953*1963. While 
the average contribution of income taxation to t o t a l tax 
revenue was about 10?} f o r the above period, i t should not 
be overlooked that the above increased from 8% i n 1953 to 
15% i n 1963. Given that the r e l a t i v e contribution of tax 
(31) 
revenue to t o t a l government revenue was about 28% f o r 
the above period, i t becomes evident that income taxation 
i n Iraq has not yet assumed a quantitatively important r o l e 
in Iraq's tax policy. Here a comparison of the rate of 
income taxpayers to t o t a l population i n Iraq, with the 
corresponding rate for a developed country may be extremely 
(32) 
useful. While the percentage of income taxpayers to 
(33) 
t o t a l population hardly exceeded .01% i n Iraq, the 
corresponding percentage for the U.K. during the post-war 
(34) 
period was about 40%. 
The r e l a t i v e l y low y i e l d of income taxation i n Iraq, 
can be explained p a r t l y i n terms of a r e l a t i v e l y low taxable 
capacity, since per capita inc cine i s r e l a t i v e l y low i n Iraq. 
(30) See Kaldor, N. op c i t . p.7. 
(31) See Table 19. 
(32) or a l t e r n a t i v e l y to " t o t a l working population" i f 
s t a t i s t i c s were available. 
(33) Calculated from, Haseeb, K.(mimco) op.cit. Table 2, p.14; 
and from table 22, s t a t i s t i c a l appendix. 
( 3 4> Hicks, U.K. "Direct Taxation & Economic Growth", op.cit. 
p. 304. 
However, i t has already been stressed that the above 
doe* not provide a t o t a l explanation for the r e l a t i v e l y 
low y i e l d of tax revenue i n Iraq. Here the effects of 
other relevant factors may be taken into consideration. 
Such factors may be distinguished as:* 
(a) Allowances and exemptions • 
(b) Tax Rates ( t h e i r progressivity or p r o p o r t i o n a l i t y • 
(c) Administrative e f f i c i e n c y • 
Let us examine the above factors with respect to 
present income tax structure and policy i n Iraq. 
( A) The incorporation of a system of personal 
exemptions and allowances is probably a common feature of 
most income tax structures i n the world today. For while 
the degree of progression desired remains an unsettled 
question i t i s almost universally agreed that a minimum 
degree of progression (the t o t a l exemption of a minimum 
level of income corresponding to a so c i a l l y defined 
minimum standard of l i v i n g ) should be maintained. Thus 
a basic personal allowance i n an income tax structure, 
i f t s u r & s t h a t income taxation does not affect the l i v i n g 
standard of people l i v i n g at a s o c i a l l y defined 
(35) 
subsistence l e v e l . 
(35) This may be considered as a necessary but not a s u f f i c i a t 
condition to the above, since indirect taxation may 
affect the l i v i n g standards of the above category of 
people, through inducing price changes (see section 
IV IB) present chapter.! 
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At present, the b a s i c i n d i v i d u a l allowance i s 450 ( I . D , ) 
f o r the s i n g l e man, 150 ( I . D . ) f o r a wife and a f u r t h e r 
(361 
SO ( l . D . ) f o r each c h i l d tinder 18. ' Furthermore, there 
I s an e x t r a ICO ( l . D . ) allowance f o r people over the age 
of 63. The b a s i c question here i s not whether the above 
allowances should e x i s t a t a l l or not, f o r i t i s evident 
that they can be j u s t i f i e d i n terms of ensuring a minimal 
degree of v e r t i c a l equity between taxpayers* Our main 
problem here i s to determine the most s u i t a b l e q u a n t i t a t i v e 
l e v e l of such allowances, bearing i n mind the general economic 
conditions i n I r a q . Thus i f we express the present b a s i c 
i n d i v i d u a l allowance as a m u l t i p l e of per c a p i t a income i n 
(37) 
I r a q , we f i n d that the r e s u l t a n t r a t e i s equal to 8. 
While i t i s d i f f i c u l t to define the minimum s o c i a l l y 
accepted standard of l i v i n g , i t must be s t r e s s e d that the 
above must be defined p r i m a r i l y i n the context of present 
(36) 
' Republicof I r a q • Income Tax Law, No. 95 (1959) ( a s 
amended) Sec.12. 
(37) C a l c u l a t e d by expressing 450 ( I . D . ) ( b a s i c i n d i v i d u a l 
allowance) as a m u l t i p l e of the average per c a p i t a 
income of I r a q f o r 1953-1963, ( c a l c u l a t e d from 
Haeeeb, K. (roimco) o p . c i t . , t a b l e 2, p. 14.). 
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l i v i n g c o n d i t i o n s i n I r a q . Thus a reduction i n the b a s i c 
i n d i v i d u a l allowance does not seem undesirable here, i f 
one considers present l i v i n g conditions i n I r a q . F u r t h e r -
more, such a reduction must be viewed p r i m a r i l y i n terms of 
i t s p o t e n t i a l l y tremendous e f f e c t i n widening the present 
income tax base i n I r a q , by including more taxpayers. 
While such a step may be opposed on p o l i t i c a l grounds, i t 
i s extremely d i f f i c u l t to v i s u a l i z e income t a x a t i o n p l a y i n g 
a r e l a t i v e l y more important r o l e i n I r a q ' s tax p o l i c y , i f 
the b a s i c i n d i v i d u a l allowances are maintained at t h e i r 
present h i g h l y u n r e a l i s t i c l e v e l . 
However, the unfavourable d i s t r i b u t i o n a l e f f e c t s 
implied i n the above step, may be compensated for by the . 
f u r t h e r development of other e q u i t a b l e elements i n I r a q ' s 
tax s t r u c t u r e a s w i l l be shown l a t e r i n the a n a l y s i s . The 
j u s t i f i c a t i o n f o r c h i l d r e n ' s allowances may be s t a t e d i n 
terms of e q u i t y , for i t i s evident that any two i n d i v i d u a l 
taxpayers with a d i f f e r e n t number of c h i l d r e n each, cannot 
be considered to be i n the same income p o s i t i o n . Here the 
main r e l e v a n t c o n s i d e r a t i o n f o r an underdeveloped country, 
i s the p o s s i b l e e f f e c t s of c h i l d r e n ' s allowances on the 
b i r t h r a t e . While the b i r t h r a t e i n an underdeveloped 
country i s p r i m a r i l y determined by n o n - f i s c a l f a c t o r s , the 
manipulation or l i m i t a t i o n of c h i l d r e n ' s allowances may 
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influence the b i r t h r a t e p a r t l y . However, the above 
c o n s i d e r a t i o n i s n e i t h e r important nor r e l e v a n t to I r a q 
at present, s i n c e I r a q i s b a s i c a l l y an underpopulated 
country c o n s i d e r i n g i t s present and p o t e n t i a l economic 
(38) 
resources. F i n a l l y , the p a r t i a l exemption of l i f e 
(39) 
insurance payments up to the value of 150 (1.0.) per year 
i s a measure which i s mainly conceived i n terms of i t s 
e f f e c t s on long-term savings. The above i n c e n t i v e measure 
i s extremely important i f one c o n s i d e r s i t s favourable 
a l l o c a t i v e e f f e c t s . Furthermore, i t i s e a s i e r to j u s t i f y 
such a measure than the maintenance of high i n d i v i d u a l 
allowances, although both types of measures involve a 
s a c r i f i c e i n terras of revenue. 
(B) Table 23 shows the present personal income tax 
r a t e s i n I r a q at present. While the p r i n c i p l e of 
p r o g r e s s i o n may be derived from a purely t h e o r e t i c a l 
(381 
* ' See J.E.R.D. "The Economic Developosent of I r a q " 
(Johns Hopkins P r e s s , 1952) p . l . 
See Republic of I r a q - Income Tax Law (as amended) 
op . c i t . , Sec. 8. 
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(4D) 
a n a l y s i s * the j u s t i f i c a t i o n f o r p r o g r e s s i o n i n the 
present income tax s t r u c t u r e i n I r a q , may best be 
s t a t e d i n terror) of the d e s i r e to reduce the present degree 
of economic i n e q u a l i t y . 
But here i t muat be s t r e s s e d that the e q u l t a b i l i t y 
of I r a q ' s present tax s t r u c t u r e should not be juuged 
s o l e l y by the r e l a t i v e l y high marginal r a t e s of the 
present income tax. For i t has a l r e a d y been shown that 
income tax y i e l d s i n I r a q , s t i l l form a r e l a t i v e l y 
n e g l i g i b l e part of government revenue. Thus while the 
apparent degree of progression i n I r a q ' s income tax 
(40) 
(41) 
Most economists who support the p r i n c i p l e of progression 
have o f t e n attempted to j u s t i f y i t on p u r e l y economic 
grounds. Thus the p r i n c i p l e of progression has o f t e n 
been derived from v a r i o u s s a c r i f i c e t h e o r i e s by u t i l i s i n g 
a c e r t a i n common group of assumptions, i . e . a given 
f u n c t i o n a l r e l a t i o n s h i p between income and u t i l i t y 
( d e c l i n i n g marginal u t i l i t y of income), and a uniform 
and i d e n t i c a l u t i l i t y schedual f o r a l l i n d i v i d u a l s . 
While such attempts may be extremely u s e f u l from an 
a n a l y t i c a l point of view, t h e i r r e s p e c t i v e v a l i d i t i e s 
w i l l depend i n the l a s t r e s o r t on the v a l i d i t y of the 
assumptions they u t i l i s e . F o r a thorough and c r i t i c a l 
review of the above type of t h e o r i e s see, Fagan, E.D. -
"Recent and Contemporary Theories of P r o g r e s s i v e 
Taxation" ( I n "Readings i n the Economics of Taxation") 
o p . c i t . , pp. 19-35* Chapman, S.J. "The U t i l i t y of 
Income & Pr o g r e s s i v e Taxation" ( I b i d ) , pp. 3*12: and 
Blum, W.J. & Kalven, H. "The Uneasy Case fo r P r o g r e s s i v e 
Taxation" ( U n i v e r s i t y of Chicago P r e s s , 1953) pp. 39-63. 
See Republic of I r a q - Income Tax Law ( a s amended) 
o p . c i t . , ( I n t r o d u c t i o n ) . 
s t r u c t u r e i s n e a r l y as high as that of developed 
142) 
economies, i t does not n e c e s s a r i l y imply a 
s i m i l l a r i t y i n t h e i r r e s p e c t i v e f i s c a l r o l e s . Moreover, 
i t i s important to s t r e s s that r e l a t i v e l y high marginal 
r a t e s , may induce a r e l a t i v e l y higher degree of tax avoid* 
ance s i n c e the monetary reward ( i n terms of undeclared 
income) are f a i r l y high here. Nevertheless, the problem 
of tax avoidance i s by no means peculiar to underdeveloped 
c o u n t r i e s . But given the present l i m i t e d a d m i n i s t r a t i v e 
a b i l i t y of f i s c a l a d m i n i s t r a t i o n i n I r a q i t does not seem 
reasonable to assume that the present income tax r a t e s i n 
I r a q are probably f a r beyond the a d m i n i s t r a t i v e a b i l i t y 
of the f i s c a l a d m i n i s t r a t i o n to impose e f f e c t i v e l y . 
Thus the lowering of the present high marginal r a t e s 
i n I r a q may not impair the d i s t r i b u t i o n a l f u n c t i o n of 
personal income t a x a t i o n to any considerable degree. 
Rather i t may strengthen i t f u r t h e r i f the g e n e r a l l y 
143) 
lowered v a r i o u s r a t e s are appli e d more e f f e c t i v e l y . 
(42) 
The highest marginal r a t e i n I r a q i s 90%, (see table 22) 
while the highest marginal r a t e i n the U.K. reaches 
92.5%, see P r e s t , A.R. • " P u b l i c F i n a n c e " (Weidenfeld & 
Nicoleon - London, 1960) p.262. 
(43) The above may be accomplished mainly by reducing the 
highest marginal r a t e s . T h i s above point has been 
s t r e s s e d i n p a r t i c u l a r by Kaldor with r e f e r e n c e to tax 
reform i n I n d i a . Mr. Kaldor's suggestions mainly 
emphasized the strengthening of tax c o l l e c t i o n and 
a d m i n i s t r a t i o n and the lowering of the maximum marginal 
r a t e s i n I n d i a from a maximum of 92% to a maximum of 
45%, see Kaldor, N. o p . c i t . , pp. 2-14. 
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Consequently, the redu c t i o n of the present b a s i c 
i n d i v i d u a l allowance to a r e l a t i v e l y more r e a l i s t i c l e v e l , 
coupled with a simpler and milder s t r u c t u r e of personal 
income tax r a t e s , may improve income tax y i e l d s considerably. 
F o r high marginal r a t e s on income may be expected to produce 
high t a x y i e l d s only under conditions of maximum admini-
s t r a t i o n e f f i c i e n c y . Thus an i n c r e a s e i n the income tax 
r a t e s of a developed country may be reasonably assumed to 
produce the re q u i r e d incremental y i e l d while a s i m i l a r 
i n c r e a s e i n the tax r a t e s i n a country l i k e I r a q can h a r d l y 
be expected to r a i s e y i e l d s a u t o m a t i c a l l y , given the r e l a t i v e l y 
l i m i t e d a d m i n i s t r a t i v e c a p a b i l i t i e s of I r a q ' s present f i s c a l 
a d m i n i s t r a t i o n . 
(C) However, i t i s i n the f i e l d of f i s c a l a d m i n i s t r a t i v e 
e f f i c i e n c y that most can be done to improve income tax y i e l d s 
i n I r a q . The above should not be judged only i n terms of 
d i s t r i b u t i o n , but a l s o i n terms of i n c r e a s i n g the r o l e of 
income t a x a t i o n to deal w i t h the problem of short-term 
s t a b i l i t y i n the I r a q i economy. 
Various methods regarding the improvement of f i s c a l 
a d m i n i s t r a t i o n of income t a x a t i o n i n underdeveloped c o u n t r i e s 
have been suggested. The i n t r o d u c t i o n and extension of a 
P.A.Y.E. system of income tax c o l l e c t i o n may c o n t r i b u t e 
considerably towards i n c r e a s i n g income tax y i e l d s i n I r a q . 
I n f a c t , wherever the extension of the above system were 
applied, s p e c t a c u l a r i n c r e a s e s i n tax y i e l d s and number of 
(44) 
income taxpayers were achieved. While the present 
income tax law i n I r a q , provides f o r the deduction of 
(451 
income tax at i t s source, ' i t must be noted that t h i s 
may apply t o government and p u b l i c bodies o f f i c i a l s more 
e f f e c t i v e l y than to employees of p r i v a t e f i r m s . Here, 
such a d i f f e r e n t i a l i n the degree of e f f e c t i v e n e s s of tax 
c o l l e c t i o n may i t s e l f v i o l a t e the requirement of h o r i z o n t a l 
equity. Furthermore, the s i m p l i c i t y i n the b a s i c f e a t u r e s 
of tax s t r u c t u r e and l e g i s l a t i o n should be s t r e s s e d here 
given the r e l a t i v e l y low standards of accountancy and book-
keeping i n I r a q at present. The p o s s i b i l i t y of using 
(44) 
* ' See Hicks, U.K. "Development F i n a n c e " op.cit.„ p,91{ 
P r e s t * A.R. " P u b l i c Finance i n Underdeveloped Countries 
o p . c i t . , p.35 and " P u b l i c F i n a n c e " o p . c i t . , p.142. 
(45) See Income Tax Law (as amended) o p . c i t . . Sees. 17*18. 
(46) while i t i s conceivable that the tax r a t e s c o u l d be 
changed, the a c t u a l l e g i s l a t i v e text of the tax should 
not be changed so often, s i n c e t h i s may complicate tax 
a d m i n i s t r a t i o n , and consequently assessment and 
c o l l e c t i o n . The present income tax law i n I r a q was 
amended s i x times i n f i v e years only, with those 
amendments c o n t r i b u t i n g each time to changes i n the 
marginal t e x t , see Income Tax Law, (as amended) o p . c i t . 
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standard accounting methods i n the p r i v a t e s e c t o r , may 
induce a r e l a t i v e l y higher degree of f i s c a l e f f i c i e n c y , 
e s p e c i a l l y w i t h regard to tax c o l l e c t i o n from the s e l f * 
employed, who form the bulk of i n d i v i d u a l taxpayers 
i n I r a q t oday.* 4 7* 
(2 ) Company Taxation. So f a r we have only d e a l t 
w i t h personal income t a x a t i o n . Here the b a s i c r e l e v a n t 
c o n s i d e r a t i o n involved i n company t a x a t i o n i s i t s probable 
e f f e c t s on the l e v e l of investment i n the p r i v a t e s e c t o r of 
the I r a q i economy. I t has a l r e a d y been s t r e s s e d that the 
a l l o c a t i v e r o l e of f i s c a l p o l i c y i n an underdeveloped country 
i s b a s i c a l l y a dual one. Thus the a l l o c a t i v e r o l e of f i s c a l 
p o l i c y i n I r a q should not be viewed simply as that of m o b i l i -
s i n g resources for p u b l i c investment. Rather the encourage-
ment of p r i v a t e investment through f i s c a l i n c e n t i v e measures 
should s t i l l be considered as an important component of 
f i s c a l p o l i c y i n I r a q , s i n c e c a p i t a l formation s t i l l depends 
on the e f f o r t ! of both the p u b l i c and p r i v a t e s e c t o r s . 
Table 24 shows the present company tax r a t e s i n I r a q . 
While income tax y i e l d s from company ta x a t i o n formed on 
See Govt./Rep. of I r a q • Annual Ab s t r a c t of S t a t i s t i c s , 
1953-1963, (Income Tax S e c t i o n s ) . 
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average about 48% of the total income tax y i e l d s i n I r a q , 
i t s f i s c a l s i g n i f i c a n c e i n terms of i t s r e l a t i v e c o n t r i -
butions to t o t a l tax and government revenues i s s t i l l 
r e l a t i v e l y n e g l i g i b l e . T h i s can be p a r t i a l l y explained 
by the r e l a t i v e l y small s i z e of the manufacturing s e c t o r 
i n the I r a q i economy. The manufacturing s e c t o r c o n t r i * 
(49) 
buted on average f o r about 10% of N.Y. ( a t current 
P r i c e s ) i n I r a q during 1953*1963. Furthermore, c o n s i d e r i n g 
the r e l a t i v e l y large proportion of unincorporated business, 
i n the other s e c t o r s i t i s not s u r p r i s i n g to f i n d company 
tax y i e l d s at t h e i r p r e s e n t l y low l e v e l . 
I n terms of a d m i n i s t r a t i v e e f f i c i e n c y , company t a x a t i o n 
i s f a r e a s i e r to c o l l e c t than personal income ta x a t i o n . 
T h i s i s mainly due to the r e l a t i v e l y s m a l l e r number of tax* 
paying u n i t s , and due to the r e l a t i v e l y higher standards of 
accountancy p r e v a i l i n g i n incorporated business (as d i s t i n c t 
from self-employed b u s i n e s s e s ) . Moreover, i t has oft e n been 
advocated that company t a x a t i o n should be separated completely 
from personal income t a x a t i o n l e g i s l a t i o n , s i n c e i t i s 
s u b j e c t to an a l t o g e t h e r d i f f e r e n t s et of p o l i c y c o n s i d e r -
a t i o n s . ^ ^ Such a step may be f u r t h e r advocated i n terms 
(48) See t a b l e 22. 
(49) Haseeb, K. (mimco) o p . c i t . . Table 7, p.19. 
(50) Kaldor, N. o p . c i t . , pp. 95*>96. 
94 
of i t s p o s s i b l e favourable e f f e c t s i n s i m p l i f y i n g the 
present tax s t r u c t u r e i n I r a q . However, company t a x a t i o n 
s t i l l forms a part ( i n l e g i s l a t i v e terms) of the general 
(51) 
income tax s t r u c t u r e i n I r a q . 
I t i s c l e a r from table 24 that company tax r a t e s are 
g e n e r a l l y much lower than personal income tax r a t e s i n I r a q . 
The maintenance of a r e l a t i v e l y wide d i f f e r e n t i a l between 
the l e v e l s of company and personal income t a x a t i o n , i s 
conceived p r i m a r i l y i n terms of i t s p o s s i b l e e f f e c t s on 
the l e v e l of p r i v a t e investment. Furthermore the main-
tenance of the above d i f f e r e n t i a l may encourage the 
(52) 
i n c orporation of p r i v a t e business. Moreover, the 
s l i g h t l y lower marginal r a t e s on j o i n t stock companies 
are conceived as a f i s c a l i n c e n t i v e to the growth of a 
p a r t i c u l a r type of business o r g a n i s a t i o n , namely j o i n t 
(53) 
stock companies. Such f i s c a l i n c e n t i v e i s extremely 
important i n a l l o c a t i v e terms, sinee i t may encourage the 
growth of the most d e s i r a b l e type of business o r g a n i s a t i o n (51) 
See Income Tax Law (as amended) o p . c i t . . Sees. 1 & 13. 
(52) 
See Amendment to Income Tax Law, No. 29 (1964) ( I n -
Al - Waggaieh - Al I r a k i a h - Government O f f i c i a l 
Gazzette - No. 996, Year 7 - 1964) p.4. 
< 5 3> I b i d . 
from a developmental point of view. ' The importance 
of the above f i s c a l i n c e n t i v e may become c l e a r e r i f one 
considers the l i m i t e d e f f e c t i v e n e s s of c a p i t a l markets 
i n I r a q today. 
However, the most i n t e r e s t i n g f e a t u r e of company 
ta x a t i o n i n I r a q today, i s the r e l a t i v e l y marked d i f f e r e n c e 
i n the tax treatment of i n d u s t r i a l as d i s t i n c t from non-
155) 
i n d u s t r i a l companies. ' I n d u s t r i a l companies a r e taxed 
at r e l a t i v e l y lower r a t e s than n o n - i n d u s t r i a l companies. 
While t h i s i n c e n t i v e measure may involve a considerable 
s a c r i f i c e i n terms of revenue to the government, I t s 
a l l o c a t i v e importance should not be underestimated. F o r 
i t i s s p e c i f i c a l l y t h i s type of f i s c a l i n c e n t i v e that may 
encourage the flow of p r i v a t e c a p i t a l to long-term i n d u s t r i a l 
p r o j e c t s , r a t h e r than to purely n o n - i n d u s t r i a l short-term 
investment. Moreover, tax h o l i d a y s are granted to new f i r m s 
(up to a period of f i v e y e a r s , with a p r o v i s i o n f o r a f u r t h e r 
three y e a r s ) as long as p r o f i t s do not exceed 10% of p a i d 
up c a p i t a l . Furthermore, u n d i s t r i b u t e d p r o f i t s a r e exempt 
(54) The above may be considered a g a i n s t the background of 
the present v i t a l r o l e of j o i n t stock companies i n the 
t o t a l c a p i t a l formation of i n d u s t r i a l l y advanced 
economies, i . e . U.K. 
(55) F o r a d e f i n i t i o n of the above see Republic of I r a q -
I n d u s t r i a l Development Law - No. 31(1961). 
from company income tax up to a maximum l e v e l of 25% 
(56) 
of annual p r o f i t s . ' The r e l a t i v e l y favourable tax 
treatment of ret&ined company p r o f i t s i n I r a q may p o s s i b l y 
be the most important and e f f e c t i v e f i s c a l i n c e n t i v e f o r 
(57) 
the encouragement of the r a t e of c a p i t a l formation. 
T h i s i e n e c e s s a r i l y so s i n c e i t i s evident that the t a x a t i o n 
of a l l company p r o f i t s ( r e t a i n e d and d i s t r i b u t e d ) at the 
same r a t e , may favour companies that d i s t r i b u t e the 
r e l a t i v e l y l a r g e r share of t h e i r p r o f i t s . 
While t a x - f r e e h o l i d a y s f o r new f i r m s may have been 
conceived as a general I n c e n t i v e measure to encourage 
i n d u s t r i a l growth I n I r a q , i t i s important here to point 
out an a d d i t i o n a l f i s c a l i n c e n t i v e that may be more 
p r e f e r a b l e i n t h i s context. Here, i n comparing t a x - f r e e 
h o l i d a y s w i t h other f i s c a l i n c e n t i v e measures (namely the 
use of a c c e l e r a t e d d e p r e c i a t i o n allowances) we are assuming 
that both types of i n c e n t i v e involve an equal amount of 
revenue s a c r i f i c e d . The main advantage of using 
a c c e l e r a t e d d e p r e c i a t i o n allowances i e that they 
s p e c i f i c a l l y encourage the use of long-term c a p i t a l equipment 
hence the growth of more c a p i t a l I n t e n s i v e methods of 
(56) I b i d . 
(57) The above has been s t r e s s e d as the most e f f e c t i v e 
f i s c a l i n c e n t i v e measure with reference to company 
t a x a t i o n , see Kaldor, N. o p . c i t . , pp. 86-87; and U.N, 
'Taxes & F i s c a l P o l i c y i n Underdeveloped C o u n t r i e s " 
o p . c i t . , pp. 34-35. 
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production. I n c o n t r a s t , the use of t a x - f r e e h o l i d a y s 
does not n e c e s s a r i l y produce the same above r e s u l t . 
Furthermore, the n e c e s s i t y f o r i n c r e a s i n g the use of . 
a c c e l e r a t e d d e p r e c i a t i o n allowances i n I r a q , becomes 
more evident i f one views the r e l a t i v e l y low l e v e l s of 
(581 
d e p r e c i a t i o n allowances at present. 
While i t i s extremely d i f f i c u l t to c a l c u l a t e the 
cost of f i s c a l i n c e n t i v e s , an attempt to do so was made 
i n I r a q with r e f e r e n c e to the c o s t of f i s c a l i n c e n t i v e 
measures to b u s i n e s s , which were incorporated i n the 1961 
I n d u s t r i a l Development Law. I t has been estimated that the 
cost of the f i s c a l i n c e n t i v e measures incorporated i n the 
(59) 
above was equal to 2.6 ( I . D . ) . . Such an amount was equal 
to about 35% and 8% of t o t a l - d i r e c t and t o t a l tax revenues 
r e s p e c t i v e l y i n that year* S i n c e the achievement of an 
optimum a l l o c a t i o n of resources i s the b a s i c j u s t i f i c a t i o n 
for the v a r i o u s f i s c a l i n c e n t i v e measures i n I r a q at present, 
i t becomes important to ensure a f a i r l y strong l i n k between 
the granting of any s p e c i f i c \ f i s c a l f i n c e n t i v e measure (58) F o r a d e t a i l e d review of), the present depreciation 
allowances see "Income Tkx -*awft Orders & Explanatory 
Notes I s s u e d Accordingly" (compiled by Sammurai, K. 
Al-Maarif P r e s s , Baghdad, 1965) pp. 77-88. Furthermore, 
an immediate 100% allowance on c a p i t a l expenditure has 
been suggested as an e f f e c t i v e f i s c a l i n c e n t i v e to 
b u s i n e s s , see Kaldor, N. o p . c i t . r p.75, 
(59) See "Explanatory Note Regarding the Annual Budget" 
o p . e i t . , 1962 p.5. 
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and i t s p o s s i b l e c o n t r i b u t i o n to the above o b j e c t i v e . 
Thus while i t may be conceded that by lar g e the present 
volume o l f i s c a l i n c e n t i v e s incorporated i n I r a q * s income 
tax s t r u c t u r e are j u s t i f i e d on a l l o c a t i v e grounds, i t i s 
important to review the present s t r u c t u r e of business 
i n c e n t i v e s , s t r e s s i n g s e l e c t i v e a c c e l e r a t e d d e p r e c i a t i o n 
allowances, as the primary business f i s c a l i n c e n t i v e . 
( 3 ) A g r i c u l t u r a l Taxation. I t i s i n t h i s 
s p e c i f i c aspect of tax s t r u c t u r e and p o l i c y that the 
r e l a t i v e i n e f f i c i e n c y and l i m i t a t i o n s of tax p o l i c y i n 
I r a q become more evident. While the a g r i c u l t u r a l s e c t o r 
accounted on average f o r about quarter of I r a q ' s N.Y. 
(60) 
( a t current p r i c e s ) during 1953-1963,* ' the t o t a l y i e l d 
from a g r i c u l t u r a l t a x a t i o n d i d not account f o r more than 
(61) 
7ft of t o t a l t a x revenue.* Given the r e l a t i v e l y small 
s i z e of tax revenue as a percentage of t o t a l government 
revenue. I t can be seen c l e a r l y that the q u a n t i t a t i v e 
(60) Haseeb, K. (mimeo) o p . c i t . . Table 7, p.19 
C a l c u l a t e d a c c o r d i n g l y ) . 
(61) Table 21. 
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Importance of a g r i c u l t u r a l t a x a t i o n (62) i n I r a q i e a t i l l 
r e l a t i v e l y n e g l i g i b l e i n terms of y i e l d s . 
The r e l a t i v e l y low y i e l d of a g r i c u l t u r a l t a x a t i o n 
i n I r a q Is p a r t l y due to the exemption of a g r i c u l t u r a l 
the r e l a t i v e l y harder problems of assessment and c o l l e c t i o n 
involved i n a g r i c u l t u r a l t a x a t i o n . However, the n e c e s s i t y 
f o r i n c r e a s i n g the absolute and-relative c o n t r i b u t i o n of 
a g r i c u l t u r a l t a x a t i o n i n I r a q , can be s t a t e d i n terms of 
the d e s i r a b i l i t y f o r f u r t h e r dependence on tax ( a s d i s t i n c t 
from o i l r o y a l t i e s ) revenues. Furthermore, the a g r i c u l t u r a l 
s e c t o r i n I r a q remains probably as the most p o t e n t i a l source 
(64) 
of untapped taxable c a p a c i t y . Moreover, i f the 
(62) A g r i c u l t u r e i n I r a q was p r e v i o u s l y s u b j e c t to two 
d i f f e r e n t t a xes, a d i r e c t tax on a g r i c u l t u r a l land, 
with I t s r a t e s v a r y i n g between 2-15& according to the 
method of i r r i g a t i o n , and an i n d i r e c t tax l e v i e d on 
the f l a t r a t e of 10% of the value of most cash crops, 
which was imposed on the consumption of a g r i c u l t u r a l 
products. See Government of I r a q - A g r i c u l t u r a l Land 
Tax Law, No. 73(1936) ( a s amended); and A g r i c u l t u r a l 
Consumption Tax Law No. 59 (1933) ( a s amended). 
(63) g e e i n Come Tax Law, o p . c i t . . Sec. 7. 164) 
' The m o b i l i s a t i o n of untapped taxable c a p a c i t y of the 
a g r i c u l t u r a l s e c t o r can be of extreme importance f o r 
underdeveloped c o u n t r i e s today. Japan's e a r l i e r growth 
was based mostly on the m o b i l i s a t i o n of the a g r i c u l t u r a l 
s e c t o r ' s savings through t a x a t i o n , see Johnston, B.F. 
o p . c i t . , pp. 501-505. 
income from the income tax base, (63) and p a r t l y due to 
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n e c e s s i t y of having a more balanced c o n t r i b u t i o n of tax 
(65) • 
revenue from the v a r i o u s s e c t o r s i s recognised i t 
becomes necessary and d e s i r a b l e to i n c r e a s e the r e l a t i v e 
c o n t r i b u t i o n of a g r i c u l t u r a l t a x a t i o n . However, i t i s quite 
important to s t r e s s the need f o r a s e t of f i s c a l i n c e n t i v e 
measures here, mainly due to the r e l a t i v e importance of 
i n c r e a s i n g a g r i c u l t u r a l production a t the i n i t i a l stages 
of growth. 
The b a s i c f e a t u r e of a g r i c u l t u r a l t a x a t i o n i n I r a q 
today i s the e x i s t e n c e of a s i n g l e d i r e c t tax on the 
net value of the land's product. A g r i c u l t u r a l land 
i s d e f i n e d i n terms of i t s s u i t a b i l i t y f o r c u l t i v a t i o n , thus 
the land may be taxed on the p o t e n t i a l value of i t s product 
(whether i t i s c u l t i v a t e d or n o t ) . * 6 7 * The t a x a t i o n 
of the p o t e n t i a l value of the a g r i c u l t u r a l land's product 
(as d i s t i n c t from the value of i t s r e a l i s e d product) has 
often been s t r e s s e d as an important f i s c a l i n c e n t i v e measure 
(65) See "Explanatory Note Regarding the Annual Budget" 
o p . c i t . , 1959 - Sec. B. 
(66) Republic of I r a q - A g r i c u l t u r a l Land Tax Law, No. 60 
(1961) - A g r i c u l t u r a l Consumption taxes were abolished 
completely a f t e r the i n t r o d u c t i o n of the above tax. 
(67) I b i d - Sec.1. 
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which may encourage the increase i n a g r i c u l t u r a l product 
Thus the main advantage of the above f i s c a l i n c e n t i v e measure, 
i s t h a t i t e s t a b l i s h e s a r e l a t i v e l y strong l i n k between the 
p r o d u c t i v i t y of the land and t a x l i a b i l i t y . Hence, i t i s 
conceived that the present a g r i c u l t u r a l land tax may d i e * 
(69) 
courage the unproductive use of a g r i c u l t u r a l land. 
At present, the a g r i c u l t u r a l land tax incorporates a 
number of exemptions and allowances. We have already stressed 
above the need t o increase the absolute and r e l a t i v e y i e l d s 
of a g r i c u l t u r a l t a x a t i o n i n I r a q . Thus i n examining the 
f o l l o w i n g exemptions and allowances granted under t h i s 
t a x i t i s important t o assess c r i t i c a l l y whether they are 
j u s t i f i e d on a i l o c a t i v e or d i s t r i b u t i o n a l grounds. 
The bulk o f the small farmers are exempt from the 
a g r i c u l t u r a l land t a x i n I r a q t o d a y . ^ 7 0 ^ While such an 
(68) See U.N. "Taxes and F i s c a l P o l i c y i n Underdeveloped 
Countries, o p . c l t . , p.37| Yasa, M. "Taxation of 
A g r i c u l t u r a l Land & Income** ( I n " A g r i c u l t u r a l Aspects 
of Economic Development" - The Economic & Social Studies 
Conference Board - T h i r d Conference, I s t a n b u l , 1965)p.203 
Furthermore the above has been stressed w i t h p a r t i c u l a r 
reference t o a g r i c u l t u r a l p r o d u c t i o n i n I r a q , see Balogh, 
T. o p . c i t . , pp. 67*68 and I.B.R.D, o p . c i t . , p.96. 
(69) The importance of the above becomes c l e a r e r , i f one 
considers that land i s o f t e n held i n a g r i c u l t u r a l 
communities simply f o r s o c i a l p r e s t i g e reasons r a t h e r 
than f o r productive use. 
(70) A l l farmers r e c e i v i n g land under the p o s t - r e v o l u t i o n 
a g r a r i a n reform are exempt from the above tax, see 
A g r i c u l t u r a l Land Tax Law, o p . c i t . , Sec.3. 
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exemption may reduce the p o t e n t i a l i t y of increasing 
a g r i c u l t u r a l tax y i e l d s i t may be j u s t i f i e d on d i s t r i b u t i o n a l 
grounds. This becomes evident i f one considers th a t the 
per c a p i t a l income of small farmers i n Iraq,, i s probably 
j u s t on the margin of subsistence. Furthermore* the above 
exemption has been conceived p a r t l y as a discouragement 
(71) 
t o mass r u r a l e m i g r a t i o n t o urban areas* i . e . Baghdad. 
I n p r o v i d i n g f o r the possible exemptions of lands 
C72) 
producing c e r t a i n selected products, i t i s hoped t h a t 
a change i n the p a t t e r n of a g r i c u l t u r a l p r o d u c t i o n may be 
achieved. However t h i s i s b a s i c a l l y a matter of a g r i c u l -
t u r a l r a t h e r than f i s c a l p o l i c y . Furthermore, the p r o v i s i o n 
f o r the temporary exemption of farmers who's lands are not 
(73) 
c u l t i v a t e d f u l l y due t o n a t u r a l causes, i . e . s o i l e r o s i o n , 
i s q u i t e j u s t i f i e d , f o r here one has t o take i n t o account 
the p a r t i c u l a r nature of a g r i c u l t u r a l p roduction which i s 
b a s i c a l l y i n f l u e n c e d by n a t u r a l f a c t o r s . Moreover, the 
present tax provides f o r the t o t a l exemption of newly 
(74) 
reclaimed lands up t o a maximum period of f i v e years. 
(71) This may i n i t s e l f be q u i t e important due t o the acute 
problem of r u r a l emigration i n I r a q at present, see 
"Explanatory Note Regarding the Annual Budget" o p . c i t . , 
1961 - Sec. B. 
(72) See A g r i c u l t u r a l Land Tax Law, o p . c i t . , Sec.4. For a l i e 
of the present exemptions under the above s e c t i o n see 
A l • H u t t a i r , A l i , "Lectures on the A g r i c u l t u r a l Land Ta 
Law,(mimcfc>U i n Ar. Baghdad, 1964, p.7. 
(73) See A g r i c u l t u r a l Land Tax Law, o p . c i t . , Sees. 6-7. 
(74) This i s provided t h a t expenditure on land reclamation 
i s c a r r i e d at the minimum r a t e of 2 (I.D.) per 2500 
square meters, I b i d . Sec.5. 
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The above i s probably the most important f i s c a l I n c e n t i v e 
measure i n the present s t r u c t u r e of a g r i c u l t u r a l t a x a t i o n 
i n I r a q . The ex c l u s i o n of.newly reclaimed lands I s extremely 
important i n a l l o c a t i v e terms, since i t may encourage land 
reclamation, thus induce p o s s i b l y a wet increase i n the 
t o t a l area of e u l t i v a t i b l e land. Furthermore, I t s p o ssible 
e f f e c t s on inducing an increased use of f i x e d c a p i t a l i n 
the a g r i c u l t u r a l sector should not be overlooked. 
The need f o r the r e l a t i v e increase i n the y i e l d of 
a g r i c u l t u r a l t a x a t i o n has already been stressed. Thus 
whi l e the above i n c e n t i v e measures are mainly conceived i n 
a l l o c a t i v e terms, i t I s Important t o note t h e i r e f f e c t s on 
present a g r i c u l t u r a l tax y i e l d s . The present a g r i c u l t u r a l 
land tax hardly c o n t r i b u t e s over 2% of t o t a l t ax revenue 
i n I r a q today. Given t h a t tax revenue does not 
c o n s t i t u t e en average more than 28% of t o t a l government 
(76) 
revenue i t becomes evident th a t the present q u a n t i t a t i v e 
importance of a g r i c u l t u r a l t a x a t i o n i n I r a q I s r e l a t i v e l y 
n e g l i g i b l e . 
Here, i t Is important t o note, t h a t the above i s not 
t o t a l l y due t o the present exemptions and allowances, but 
due t o the e x c e p t i o n a l l y low r a t e s of the tax i t s e l f . At 
present the average f l a t r a t e p aid i s about 2.3% of the 
w • • • i ' i !• i i i i . i H I i 
(73) Table 21. 
(76) Table 19. 
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(77) value of the land's product* ' While the above exemptions 
and allowances may be j u s t i f i e d on a l l o c a t i v e or d i s t r i b u t i o n a l 
grounds* i t i s extremely d i f f i c u l t t o j u s t i f y the present 
e x c e p t i o n a l l y low tax r a t e s on the above grounds. The 
necessity of i n c r e a s i n g the present a g r i c u l t u r a l land tax 
rates becomes evi d e n t , i f one stresses the need to increase 
a g r i c u l t u r a l land t a x y i e l d s . Furthermore, at a r e l a t i v e l y 
higher l e v e l of a g r i c u l t u r a l tax r a t e s * the r e l a t i v e economic 
advantages of the present i n c e n t i v e measures may become 
more marked, thus probably more e f f e c t i v e . I t i s ineonceive-
able t h a t a g r i c u l t u r a l tax y i e l d s i n I r a q w i l l increase 
s i g n i f i c a n t l y i n the near f u t u r e , while.the present l e v e l 
of a g r i c u l t u r a l tax r a t e s i s maintained, 
(4) Death Putlaa. Q u a n t i t a t i v e l y , death d u t i e s 
are s t i l l n e g l i g i b l e i«* r e l a t i v e terms, f o r they only account 
(78) 
f o r about 2% of t o t a l tax revenue i n I r a q , * However, t h e i r 
p o t e n t i a l importance i n I r a q ' s tax p o l i c y may be of some 
(77) 
The above r a t e i s c a l c u l a t e d as an a r i t h m e t i c average 
of the s l i g h t l y d i f f e r e n t r a t e s imposed on various 
types of lands according t o t h e i r i r r i g a t i o n system, 
and according t o t h e i r l e g a l h o l d i n g system. See 
A g r i c u l t u r a l Land Tax Law, o p . c i t . , Sec.2. 
( 7 8 ) Table 21. 
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s i g n i f i c a n c e . Given an improvement i n tax a d m i n i s t r a t i o n 
i n I r a q , they may w e l l become an important f i s c a l t o p i f o r 
the r e d i s t r i b u t i o n of wealth. 
The basic j u s t i f i c a t i o n of death d u t i e s may beet be 
s t a t e d i n terms of t h e i r e f f e c t s on the l e v e l l i n g of s o c i a l 
(79 \ 
and economic o p p o r t u n i t i e s of i n d i v i d u a l s . While 
s t r e s s i n g the p o t e n t i a l l y Important d i s t r i b u t i o n a l r o l e of 
death d u t i e s , the p o s s i b i l i t y of developing them as 
instruments f o r increasing government revenue i n I r a q , 
should not be overlooked. The above may become more evident 
i f one considers th a t the e a r l i e s t use of death d u t i e s was 
not conceived i n d i s t r i b u t i o n a l terms, but mainly as a 
(80) 
source of f u r t h e r revenue t o the government. 1 
However, the importance of death d u t i e s as an element 
of e q u i t y i n the present tax s t r u c t u r e of I r a q , stems mainly 
from the present l i m i t a t i o n s of income t a x a t i o n as an 
instrument of r e d i s t r i b u t i o n . Thus i f income as d e f i n e d i n 
(79) 
7 ' See kfasgrave, R.A, o p . c i t . , p.176, and Rep. of I r a q -
Legacy and Inheritance Tax Law No. 157 (1959)(Preamble). 
(80) The e a r l i e s t use pf death d u t i e s i n the U.K. was mainly 
conceived i n terms of t h e i r e f f e c t s on r a i s i n g govern-
ment revenue, see T a i t , A.A. "Death Duties i n B r i t a i n " 
( P u b l i c Finance - v o l . XV, 1960) pp. 348-349, and 
Fijalkowski-Bready, G.2. "The E q u a l i s i n g E f f e c t s of 
Death D u t i e s " (Oxford Economic Papers - Hew Series, 
v o l . 11, 1960,) jp.177. 
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the present income tax l a w / ° " i s not considered to be a 
(82) 
s a t i s f a c t o r y index of e q u i t y , then c l e a r l y the a p p l i -
c a t i o n of progressive t a x a t i o n t o other indexes, i . e . 
wealth, may c o n t r i b u t e considerably towards achieving a 
r e l a t i v e l y greater degree o f e q u i t y i n the tax s t r u c t u r e 
as a whole, 
O r i g i n a l l y , death d u t i e s i n I r a q were introduced as 
two separate taxes, one on the t o t a l legacy, and the other 
(83) 
on the separate i n h e r i t a n c e shares. ' ' Later the 
(84) 
inh e r i t a n c e tax was abolished, thus at present death 
d u t i e s i n I r a q represent a s i n g l e tax l e v i e d on the t o t a l 
legacy. Table 25 shows the present r a t e s of death d u t i e s , 
i n I r a q . I t can be seen c l e a r l y from the above t h a t the 
present death duty r a t e s are f a i r l y high i n I r a q , f o r the 
maximum marginal r a t e of 60% i s f a i r l y comparable t o the 
maximum marginal r a t e of 80% which p r e v a i l s under the 
(81) The present income t a x law i n I r a q does not attempt 
a comprehensive and t h e o r e t i c a l d e f i n i t i o n of income 
f o r the purpose of t a x a t i o n . Rather i t l i s t s classes 
of income that come under the income tax law, see Income 
Tax Law (as amended) o p . c i t . . Sec.2. 
(82) No d e f i n i t e conclusion can be a r r i v e d on the e q u i t a b i l i t j 
of any tax or t a x s t r u c t u r e , i f one does not d e f i n e an 
index of e q u a l i t y . The acceptance of income as the 
basic index does not n e c e s s a r i l y imply i t s s u p e r i o r i t y 
over other indexes. For a discu s s i o n on the r e l a t i v e 
m e r i t s of the various indexes, see Musgrave, R.A. o p . c i l 
pp. 161-164. 
(83) Legacy & Inherita n c e Tax Law, o p . c i t . . Sees. 3-4. 
(84) "Explanatory Note Regarding the Annual Budget", o p . c i t . , 
1961 - Sec.G. 
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(85) B r i t i s h tax system. bearing i n mind th a t death d u t i e s 
i n B r i t a i n are perhaps the most severe i n the w o r l d ( i n 
(86) 
terms of t h e i r degree of progression). 
Here the most i n t e r e s t i n g problem i s perhaps the 
d e f i n i t i o n of the tax-paying u n i t / I t i s important t o 
d i s t i n g u i s h between the e f f e c t s of & s i n g l e death duty 
l e v i e d on the t o t a l legacy (as i n I r a q t o d a y ) , and a tax 
on the i n d i v i d u a l shares of i n h e r i t a n c e . Assuming tha t the 
tax r a t e i s progressive, i t can be shown tha t the former 
w i l l y i e l d a r e l a t i v e l y l a r g e r amount of revenue. Thus 
the a b o l i t i o n of the inheritance tax i n I r a q , and the 
present maintenance of a e i n g l e progressive tax on t o t a l 
legacy. Is mainly j u s t i f i e d i n terras of s t r e s s i n g the 
(87) 
revenue-yielding aspect of death d u t i e s . Moreover, 
i t must be remembered tha t a s i n g l e tax on the t o t a l 
legacy i s f a r easier t o administer and assess than a tax 
on i n h e r i t e d shares. Such a c o n s i d e r a t i o n may not be of 
major importance i n a developed country, but i t may be of 
r e l a t i v e l y more importance i n a country l i k e a I r a q , which 
has not a t t a i n e d yet a r e l a t i v e l y high standard of f i s c a l 
a d m i n i s t r a t i o n . (85) T a i t , A.A., o p . c i t . , p.346. 
(86) I b i d . 
(87) See Rep. of I r a q -Law Amending Legacy & Inh e r i t a n c e 
Tax Law, No. 30 (1964)(Preamble). 
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However, the determination of the tax-paying u n i t 
w i t h respect t o the above tax i n I r a q , may be c l o s e l y 
r e l a t e d t o the basic o b j e c t i v e of the tax i t s e l f . Thus, 
i f death d u t i e s are mainly conceived as an Instrument 
f o r the f u r t h e r d i f f u s i o n of wealth, r a t h e r than the 
l i q u i d a t i o n of b i g f o r t u n e s , then a separate tax on 
i n h e r i t a n c e shares may be f a r superior t o the present 
(88) 
s i n g l e tax on t o t a l legacy. Furthermore, i t may be 
assumed tha t a tax on the above l i n e s (as d i s t i n c t from 
t h a t p r e v a i l i n g at present i n I r a q ) may have a lees 
(89) 
d i s i n c e n t i v e e f f e c t on p r i v a t e savings. 
The present legacy tax provides f o r a number of basic 
allowances, i . e . f u r n i t u r e , owner-occupied houses, e t c . . . . 
However, the most i n t e r e s t i n g exemptions here are the 
p r o v i s i o n s f o r the exemption up t o 30% of the value of 
i n d u s t r i a l shares and property from the tax base, 
(88) See Robbins, L. "Notes on P u b l i c Finance" (Lloyds 
Bank Review - No. 38 - 1955), p.p. 14-15. 
(89) While a t a x on the separate shares of legatees 
(assuming the same progressive r a t e s ) may y i e l d less 
revenue than a s i n g l e tax on t o t a l legacy, the former 
may have a r e l a t i v e l y lesser degree of d i s i n c e n t i v e 
t o savings, f o r i t may be held t h a t the r e l a t i v e l y 
h i g h marginal rates of a s i n g l e legacy tax may 
encourage the spending of wealth p r i o r to death. 
Furthermore, i n t e r e s t on government bonds and loans up t o 
the value of 1000 (I.D.) are exempted.* 9 0* While the 
basic aim of the above t a x i s d i s t r i b u t i o n a l the 
i n c o r p o r a t i o n of the above i n c e n t i v e measures, i s extremely 
important i n a l l o c a t i v e terms since they may encourage the 
holding of savings i n the form of i n d u s t r i a l assets and 
government bonds. 
(911 
(5) Property Taxation. 7 ' The f i s c a l 
s i g n i f i c a n c e of p r o p e r t y t a x a t i o n i n I r a q i s r e l a t i v e l y 
n e g l i g i b l e i n revenue terms, f o r i t accounts on average f o r 
(92) 
only about 4% of t o t a l t a x revenue. 
I t has already been stressed that income as defined 
i n the present income tax law i n I r a q may not be the 
most s a t i s f a c t o r y index of i n d i v i d u a l taxable capacity. 
Thus the p o t e n t i a l importance of property t a x a t i o n i n I r a q , 
i s , i n i t s a d d i t i o n of a f u r t h e r element of e q u i t y t o the 
present tax s t r u c t u r e , mainly through the r e c o g n i t i o n t h a t 
(90) Law Amending Legacy and I n h e r i t a n c e Tax Law, o p . c i t . . 
Sec.3. 
(91) While death d u t i e s may be regarded as p r o p e r t y t a x a t i o n , 
the above i s d i s t i n g u i s h e d as mainly a t a x on r e a l 
e s t a t e p r o p e r t y , which i s annual and not imposed once 
only as death d u t i e s . 
(92) Table 21. 
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the ownership of property ( r e a l e s t a t e ) , c o n t r i b u t e s t o 
the d i f f e r e n t i a l s i n i n d i v i d u a l taxable c a p a c i t i e s . Thus 
the baste j u s t i f i c a t i o n f o r p r o p e r t y t a x a t i o n i n I r a q may 
(93) 
be s t a t e d i n d i s t r i b u t i o n a l terras. 
At present, the tax on r e a l e s t a t e i s assessed on 
the basis of annual r e n t a l income (as d i s t i n c t from the 
c a p i t a l value of the p r o p e r t y ) . The assessment of the 
above tax on the basis of the c a p i t a l value of r e a l e s t a t e 
may provide a r e l a t i v e l y b e t t e r index of the a b i l i t y t o 
pay. However, i t must be stressed t h a t the a d m i n i s t r a t i o n 
of such a tax may be considerably more d i f f i c u l t than t h a t 
of the present one i n I r a q , f o r the assessment of annual 
(94) 
r e n t a l income i t s e l f , involves numerous problems. 
(93) See Hanson, B. "Aspects of Property Taxation: A 
General Report" ( P u b l i c Finance, v o l . XV. 1960) p.201, 
and "Explanatory Note Regarding the Annual Budget", 
o p . c i t , , 1959 - Sec.D. 
(94) At present, annual r e n t a l income from r e a l e s t a t e i s 
assessed mainly on imputed r e n t a l values, p r i m a r i l y 
t o avoid tax evasion by d e c l a r i n g low nominal r e n t a l 
values. Such a procedure i n i t s e l f involves various 
d i f f i c u l t i e s , i . e . p r i c i n g of r e n t s . The main p o i n t 
here i s t h a t , w h i l e the assessment of r e n t a l values 
remains i n i t s e l f a d i f f i c u l t problem, i t i s d i f f i c u l t 
t o imagine th a t the assessment of c a p i t a l values i s 
going to be r e l a t i v e l y e a s i e r . 
I l l 
At present, a i l r e n t a l income from r e a l e s t a t e p r o p e r t y 
i s subject t o a f l a t t a x r a t e of ICfh up t o 1000 (I.D. ) per 
year, w h i l e a l l property y i e l d i n g an income above t h a t i s 
subject t o a d d i t i o n a l progressive r a t e s , which are shown 
i n t a b l e 26. I t can be seen from the above t a b l e t h a t 
r e n t a l income from r e a l e s t a t e i s subject t o a r e l a t i v e l y 
much m i l d e r degree of progression than t h a t under the 
income tax. 
Owner*occupied houses are exempt from the tax i f t h e i r 
imputed r e n t a l value does not exceed 220(1,D.) per year, 
but i f i t does exceed the above l i m i t , then they w i l l be 
- • - { O f t ) 
subject t o the basic f l a t r a t e only. ' While the above 
exemption may be j u s t i f i e d p a r t i a l l y i n terms of e q u i t y , the 
exemption of newly b u i l t r e a l e s t a t e p r o p e r t y (up t o 
»(96) 
three years from the date of completion) can ha r d l y 
be j u s t i f i e d on a l l o c a t i v e or d i s t r i b u t i o n a l grounds. On 
a l l o c a t i v e grounds the above exemption i s mainly conceived 
as an encouragement t o the b u i l d i n g of new d w e l l i n g s . I t 
has already been stressed e a r l i e r i n the study th a t 
investment i n r e a l e s t a t e may compete w i t h other forms of 
productive investments f o r the use of scarce c a p i t a l resources 
(95) Rep. of I r a q - Real Estate Tax Law, No. 162 (1959) 
(as amended) sec.4. 
(96) I b i d . 
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Thus the case f o r the a b o l i t i o n o l the above exemption 
becomes e v i d e n t , i f one stresses the s c a r c i t y of c a p i t a l 
(97) 
f o r investment i n p r o d u c t i v e a c t i v i t y * This may be 
f u r t h e r strengthened i f one considers t h a t the above 
exemption can h a r d l y be j u s t i f i e d on e q u i t y grounds. 
IB) I n d i r e c t Taxation * 9 8 * 
I n d i r e c t t a x a t i o n s t i l l remains the main source of 
tax revenue i n I r a q . For although the r e l a t i v e c o n t r i b u t i o n 
o f i n d i r e c t t a x a t i o n t o t o t a l t a x revenue has declined 
d u r i n g the l a s t few years, i t s t i l l accounts on average 
fnq\ 
f o r about 83ft of t o t a l t a x revenue i n I r a q . v y 7 ' Moreover, * 
i t s r e l a t i v e c o n t r i b u t i o n t o t o t a l government revenue i s 
q u i t e s i g n i f i c a n t f o r i t accounts on average f o r about 
(97) Investment may be taken i n the above context t o include 
f i x e d c a p i t a l formation i n i n d u s t r y and a g r i c u l t u r e , 
and s o c i a l and economic overhead c a p i t a l . However, 
i t must be noted t h a t improved housing t o a c e r t a i n 
e x t e n t , may f a l l i n the l a t t e r category of investment. 
(98) I n d i r e c t t a x a t i o n i n I r a q i s composed of import 
d u t i e s (which include t r a n s i t d u t i e s ) and excise 
taxes which are mainly excise taxes on f u e l , l i c q u e r , 
and tobacco. 
(99) See t a b l e 27. 
q u a r t e r of t o t a l government revenue i n I r a q . 
The use of i n d i r e c t t a x a t i o n i n underdeveloped 
c o u n t r i e s , hae o f t e n been etresaed as the major element 
of tax p o l i c y , mainly due t o the present l i m i t a t i o n s on 
the use of d i r e c t t a x a t i o n t o increase tax y i e l d s . We 
have already stressed e a r l i e r , t h a t the r e l a t i v e increase 
of t a x revenue ( t o t o t a l government revenue) i s a pre-
c o n d i t i o n t o the a b i l i t y of f i s c a l p o l i c y i n I r a q , t o deal 
e f f e c t i v e l y w i t h the problems of a l l o c a t i o n and short-term 
s t e b i l i t y . Thus i t i s mainly against the f u l l f i l m e n t of 
the above o b j e c t i v e s , t h a t we should c r i t i c a l l y examine 
the present r o l e of i n d i r e c t t a x a t i o n i n I r a q . 
2n examining the present a l l o c a t i v e r o l e of i n d i r e c t 
t a x a t i o n i n I r a q , i t must be stressed t h a t the primary 
problem here i s the assessment of the net c o n t r i b u t i o n of 
i n d i r e c t t a x a t i o n t o the t o t a l a l l o c a t i o n of resources 
(100) The above f i g u r e has been c a l c u l a t e d on the basis 
of data from tables 19 and 27. 
(101) While the d i s c u s s i o n above i s mainly l i m i t e d t o the 
r o l e of i n d i r e c t t a x a t i o n i n f u l l f i l i n g the above 
f i s c a l o b j e c t i v e s , the problem of "excess burden" 
a r i s i n g from i n d i r e c t t a x a t i o n may s t i l l be of 
t h e o r e t i c a l importance i n discussions of w e l f a r e . I t 
has o f t e n been a l l e g e d t h a t i n d i r e c t taxes are i n f e r i o r 
t o d i r e c t ones, since they impose en excess burden on 
the consumer, by inducing him t o s h i f t t o a p a t t e r n of 
expenditure which may y i e l d him a reduced amount of 
w e l f a r e . However, i t can be demonstrated t h a t p r i c e 
d i s t o r t i n g e f f e c t s are by no means p e c u l i a r t o i n d i r e c t 
taxes, but may apply e q u a l l y t o d i r e c t taxes as w e l l . 
For a thorough and c r i t i c a l d i s c u s s i o n of the above 
frobleta see Henderson. A. "The Case f o r I n d i r e c t a x a t i o n " ( E . I . v o l . L V I I I , 1948) pp.538-553; L i t t l e , 
I.M.D. " D i r e c t Versus I n d i r e c t Taxes" (E.J. vol.LXI 1951] 
pp. 577-584; and H a s k e l l , W. "The C l a s s i c a l Indictment 
of I n d i r e c t Taxation" (Q.J.E. Vol.LIX. 1944-45) pp.577-
11* 
between consumption and investment* I d e a l l y , the 
dependence on i n d i r e c t t a x a t i o n i n I r a q , may be j u s t i f i e d 
on a l l o c a t i v e grounds, i n as f a r as i t can be assumed t h a t 
i t s u b s t i t u t e s p r i v a t e consumption by p u b l i c savings 
(assuming th a t i n d i r e c t t a x y i e l d s are used mainly f o r p u b l i c 
investment). However, i t may not be c o r r e c t t o assume t h a t 
i n d i r e c t taxes have no e f f e c t at a l l on the l e v e l of p r i v a t e 
savings. For i n d i r e c t t a x a t i o n may a f f e c t the l e v e l of 
p r i v a t e savings, though i t s e f f e c t s om the l e v e l of 
incomes, since any i n d i r e c t tax represents a net r e d u c t i o n 
i n p r i v a t e income (assuming t h a t i t i s s h i f t e d p a r t i a l l y 
t o the consumer). Here i t may be asserted w i t h a f a i r 
degree of c e r t a i n t y , t h a t w h i l e a d i r e c t progressive income 
tax may a f f e c t savings c o n s i d e r a b l y * 1 0 2 * an i n d i r e c t tax 
(assuming equal y i e l d ) may f a l l mostly on i n d i v i d u a l 
consumption r a t h e r than savings. But here i t must be 
stressed, that the a l l o c a t i v e r o l e of i n d i r e c t t a x a t i o n 
i n I r a q i s not l i m i t e d o n l y t o the p a r t i a l s u b s t i t u t i o n of 
p r i v a t e consumption by p u b l i c savings, but also t o the 
encouragement of r e p l a c i n g p r i v a t e consumption by p r i v a t e 
savings. At present, a r e l a t i v e l y wide range of c a p i t a l 
goods are exempted completely, or taxed at a r e l a t i v e l y 
lower r a t e i n I r a q . * 1 0 3 * This may be j u s t i f i e d on a l l o c a t i v e 
(102) For a t h e o r e t i c a l a n a l y s i s of the above see, Musgrave, 
R.A. o p . c i t . , pp. 259*272. 
(103) See C e n t r a l Bank of I r a q - Annual Report - 1955, p.37, 
and "Explanatory Note Regarding the Annual Budget", 
o p . c i t . , 1961 - sec.C. 
gtoands, since i t may induce a r e l a t i v e l y higher r a t e o l 
net c a p i t a l f o r m a t i o n , mainly through cheapening the cost 
of investment i n f i x e d c a p i t a l assets. 
From a p u r e l y d i s t r i b u t i o n a l angle, i t has always 
been assumed t h a t i n d i r e c t taxes are b a s i c a l l y regressive 
i n nature, thus i t has o f t e n been stressed t h a t Iraq*s 
present t a x s t r u c t u r e i s r e g r e s s i v e , since i t r e l i e s mainly 
I IQ4) 
on i n d i r e c t t a x a t i o n as a source of revenue. ' While 
the above may be t r u e t o a large e x t e n t , i t must be stressed 
here, t h a t the simple a s s e r t i o n of the r e g r e s s i v i t y of 
i n d i r e c t t a x a t i o n as such stems from a b a s i c a l l y incomplete 
concept of tax incidence. The a n a l y s i s of a given 
i n d i r e c t tax incidence, may be presented i n p a r t i a l , 
e q u i l i b r i u m terms (mainly i n terms of the e f f e c t s of the 
tax on the p r i c e and supply of the taxed commodity). But 
i t must be noted t h a t the t o t a l economic e f f e c t s of the t a x 
here, may be f a r beyond the above. An i n d i r e c t tax may 
a f f e c t not only the p r i c e of the commodity i n question, but 
the p r i c e s of other r e l a t e d commodities ( s u b s t i t u t e s and 
complementary goods). Furthermore* one must consider the 
e f f e c t s of an i n d i r e c t tax on the earnings of f a c t o r s 
employed i n the production of the taxed commodity. Thus 
(104) See Ernest, J. o p . c i t . , p.16 
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the r e a l economic e f f e c t s of an i n d i r e c t tax may include 
a set of various (cosaaodity and f a c t o r ) , p r i c e and supply 
cha nges. S i m i l l a r l y , i t can be seen t h a t the t o t a l e f f e c t s 
of a progressive income tax are not l i m i t e d t o the r e l a t i v e 
changee i n incomes p o s i t i o n s , but may i n v o l v e f a c t o r 
p r i c e changes, which may themselves induce f u r t h e r product's 
p r i c e changes. 
However, the a p p l i c a t i o n of progressive r a t e s i n i n d i r e c t 
t a x a t i o n i n I r a q may introduce an element of v e r t i c a l e q u i t y 
i n the i n d i r e c t tax s t r u c t u r e . This may be made possible 
by imposing r e l a t i v e l y higher r a t e s on commodities which 
axe consumed mainly by the r e l a t i v e l y higher income groups. 
But whether t h i s may induce «. r e l a t i v e change i n income 
d i s t r i b u t i o n w i l l depend mainly on the p r i c e e l a s t i c i t y of 
demand f o r the taxed commodities. However, the present 
excise taxes i n I r a q may be considered as b a s i c a l l y 
regressive i n n a t u r e , since they f a l l mainly on commodities 
of mass consumption, i . e . tobacco, and f u e l . At any r a t e 
such excise taxes may be advocated on a l l o c a t i v e grounds, 
since they b a s i c a l l y f a l l on consumption. 
F i n a l l y , i n assessing the m e r i t s of i n d i r e c t t a x a t i o n 
as a t o o l of short-term s t a b i l i t y i n I r a q , i t must be noted 
tha t i d e a l l y , d i r e c t progressive t a x a t i o n may be p r e f e r a b l e 
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t o i n d i r e c t t a x a t i o n i n t h i s respect, since i t may possess 
a r e l a t i v e l y l a r g e r degree of b u i l t - i n f l e x i b i l i t y . 
However, we have shown above t h a t the f l e x i b i l i t y of 
i n d i r e c t t a x a t i o n may be improved by imposing r e l a t i v e l y 
higher r a t e s on goods w i t h r e l a t i v e l y h i g h income 
e l a s t i c i t y of demand. However, i n d i r e c t t a x a t i o n remains 
p r e f e r a b l e t o d i r e c t t a x a t i o n , i f one considers the f a c t 
t h a t I n d i r e c t t a x r a t e s can be changed much more q u i c k l y 
and e a s i l y than d i r e c t t a x rates* Consequently, 
although d i r e c t t a x a t i o n may on the whole be p r e f e r a b l e 
t o i n d i r e c t t a x a t i o n as a measure of short-term s t a b i l i t y , 
i n d i r e c t t a x a t i o n s t i l l forms the bulk of t a x revenue i n 
I r a q , hence i t i s s t i l l the main tax measure, by which 
the government can deal w i t h the problem of short-term 
s t a b i l i t y i n the economy. However, the above problem, i s 
not dependent o n l y on tax p o l i c y , but on government 
expenditure p o l i c y as w e l l . I t i s t o the examination of 
the l a t t e r we t u r n t o i n the f o l l o w i n g chapter. 
I n d i r e c t tax ra t e s can be changed i n a very short 
p e r i o d of time and without r e s o r t t o lengthy l e g i s l a t i v e 
procedures, w h i l e changes i n the income tax r a t e s f o r 
example, may r e q u i r e new l e g i s l a t i o n , and can be 
changed u s u a l l y once a year only* ( w i t h the i n t r o d u c t i o n 
of the annual budget). 
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CHAPTER 4. 
GOVERNMENT EXPENDITOHE. 
So f a r we have only analysed the present and p o t e n t i a l 
c o n t r i b u t i o n of the revenue and tax s t r u c t u r e s i n I r a q , t o 
the a c c e l e r a t i o n of the growth r a t e of the economy. But the 
success of f i s c a l p o l i c y i n promoting a r e l a t i v e l y higher 
r a t e of growth, does not depend e n t i r e l y on t a x p o l i c y . 
C l e a r l y , the r e g u l a t i o n of the p a t t e r n of government expenditur 
may be another important f a c t o r i n inducing a r e l a t i v e l y 
higher r a t e o f growth i n the economy. 
I t has already been stressed e a r l i e r , t h a t the basic 
and most important aim.of f i s c a l p o l i c y i n underdeveloped 
c o u n t r i e s , i s the achievement of r e l a t i v e l y higher r a t e 
of c a p i t a l formation i n the e c o n o m y . T h u s , w h i l e the 
problems of income d i s t r i b u t i o n and short-term s t a b i l i t y w i l l 
not be ignored t o t a l l y i n the f o l l o w i n g a nalysis of 
government expenditure i n I r a q , our main o b j e c t i v e w i l l be 
the c r i t i c a l e v a l u a t i o n of the p a t t e r n of government*s 
expenditure i n I r a q , i n terms of i t s C o n t r i b u t i o n t o the 
t o t a l a l l o c a t i o n of resources between investment and curr e n t 
p u b l i c consumption. 
I I | - - • • ' | L I . r i l '. I . - 1 - IT . I I .1 • . I 
(1) See chapter 2, 
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1. Size of Covernme nt Expend 1 t u r e . 
I t can be eeen c l e a r l y from t a b l e 28, tha t the size of 
government expenditure ( r e l a t i v e t o G.N.P.) has increased 
from 23% i n 1953, t o 37% i n 1963, g i v i n g an average r e l a t i v e 
s i z e of 32% f o r the whole p e r i o d . Table 29 shows the 
absolute and r e l a t i v e growths of t o t a l and per c a p i t a 
government expenditure i n I r a q , f o r the same p e r i o d . 
The growth of the r e l a t i v e s i z e of the government's 
sector i n I r a q , may be regarded as c r e a t i n g favourable c o n d i t i o n 
to economic growth, since t h i s may allow the government t o 
p a r t i c i p a t e more d i r e c t l y i n the process of economic growth, 
mainly by devoting a r e l a t i v e l y l a r g e r share of i t s expenditure 
t o c a p i t a l formation as against c u r r e n t p u b l i c consumption. 
But here, the question of the p a t t e r n of government expenditure 
assumes a primary Importance, since the m o b i l i z a t i o n of a 
r e l a t i v e l y l a r g e r amount of resources i n t o the government's 
sector, may not ne c e s s a r i l y lead t o a r e l a t i v e l y higher 
r a t e of c a p i t a l formation. For t h i s i s e x a c t l y what may 
happen i f the f u r t h e r m o b i l i z a t i o n of resources i n t o the 
government's s e c t o r , r e s u l t s o n l y the s u b s t i t u t i o n of p u b l i c 
f o r p r i v a t e consumption. 
(2) I f the emphaeiB i s on c r e a t i n g favourable c o n d i t i o n s f o r 
growth, then the main p o i n t t o be made here, i s t h a t government 
expenditure should mainly go t o create i n f r a * s t r u c t u r e 
f a c i l i t i e s , which would not be created by the p r i v a t e s e c t o r , 
see s e c t i o n IV.b. However, the above should not be taken t o 
exclude the p o s s i b i l i t y of the government*s sector p a r t i c i p a t i n g 
i n d i r e c t l y p r o ductive a c t i v i t i e s , see s e c t i o n IV.a. 
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However, while i t may be possible t o assert t h a t there i s 
a p o s i t i v e c o e r e l a t i o n between the s i s e o l government's sector 
( r e l a t i v e t o G.N.P,) and the r a t e o l economic growth, ' 
i t remains t o be seen which f a c t o r i n fluences the o t h e r * ^ 
Thus while a r e l a t i v e l y l a r g e r size of government sector 
(as a % of O.N.P.) may c o n t r i b u t e considerably towards 
a c c e l e r a t i n g the growth r a t e of an underdeveloped economy, 
a s i m i l a r l y large eised government's sector o f a h i g h l y 
developed economy may be viewed as the r e s u l t r a t h e r than 
cause of a r e l a t i v e l y h i g h degree o f economic development. 
However, considering the r e l a t i o n s h i p between the r e l a t i v e 
else of the government's sector and the r a t e of economic growth 
i n underdeveloped economies, one may view the existence of 
a r e l a t i v e l y largo government sector only as a necessary 
and not s u f f i c i e n t c o n d i t i o n f o r accelerated economic growth. 
For one has t o view the p a t t e r n of government expenditure and 
not only i t s r e l a t i v e else t o C.N,P. t o evaluate i t s c o n t r i b u t i o n 
t o economic growth. 
(3) For recent e m p i r i c a l evidence on the abo£e see Horowit»,D. 
"Government Expenditure i n Countries of Accelerated Growth" 
(paper i n "Government Finance and Economic Development") 
op.clt,p.59. 
(4) I t i s important t o s t r e s s that a p o s i t i v e and s i g n i f i c a n t 
c o r r e l a t i o n c o e f f i c i e n t does not n e c e s s a r i l y i n i t s e l f i n d i c a t e 
whether one v a r i a b l e determines the other or v i c e versa, but 
simply i n d i c a t e s the a s s o c i a t i o n between the v a r i a b l e s concearned 
The determination of the nature of the v a r i a b l e s ( i . e . independ* 
ent o r dependent) must be achieved by supplementing our 
s t a t i s t i c a l a n a l y s i s , by q u a l i t a t i v e economic analysis* 
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While i t i s d i f f i c u l t t o determine t h e o r e t i c a l l y the 
most appropriate r e l a t i v e s i z e of the government's sector 
which may be favourable t o c o n d i t i o n s of aecelorated economic 
(5) 
growth, i t can be seen c l e a r l y t h a t the r e l a t i v e s i z e of 
the government's sector i n I r a q does not c o n s t i t u t e an 
obstacle t o economic growth. For t h i s has been s t e a d i l y 
increasing ( i n b o t h absolute and r e l a t i v e terms) d u r i n g the 
p e r i o d 1953-1963, g i v i n g an average of 32% of G.N.P. f o r the 
whole p e r i o d ! ^ Such a r a t e may compare very c l o s e l y w i t h 
those of the most developed economies today. Hence, i t i s the 
question of the p a t t e r n of government expenditure i n I r a q , t h a t 
assumes the primary importance on the expenditure side of 
f i s c a l p o l i c y . - - — _ . 
(5) I t must be stressed t h a t the above can o n l y be determined 
w i t h reference to economic c o n d i t i o n s i n s p e c i f i c c o u n t r i e s . 
A r a t e of 19*22% of G.N.P. has been suggested as the most 
appropriate size f o r an underdeveloped country's sector, see 
Martin,A. and Lewis,W.A. "Patterns of Public Revenue and 
Expenditure" (The Manchester School of Economic and S o c i a l 
Studies - Vol.XXIV,1956) p.p.218-221. However, i t i s stressed 
that the above r a t e should not be viewed simply as a v a l i d 
judgement as such, but as an average based on e m p i r i c a l 
f i n d i n g s and past experience. I b i d . 
(6) See t a b l e . 28. 
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I I . The P a t t e r n of Government Expenditure * General » 
I t has already been stressed e a r l i e r , that the most 
important a l l o c a t i o n choice involved i n the f i s c a l p o l i c y 
of an underdeveloped economy, i s that of the a l l o c a t i o n of 
(7 
t o t a l resources between investment and current consumption. 
From a p u r e l y a l l o c a t i v e angle, i t has been emphasized t h a t 
increasing the r e l a t i v e share of investment out of t o t a l 
resources i n the economy, could be e q u a l l y achieved through 
the government or p r i v a t e sectors, f o r the choice between 
the above remains i r r e l e v a n t here. While the inducement 
of a r e l a t i v e l y higher r a t e of c a p i t a l formation i n the 
p r i v a t e sector operates mainly through the tax side of f i s c a l 
(o) 
p o l i c y I n I r a q , ' the p a r t i c i p a t i o n of the government sector 
i n r a i s i n g the l e v e l of c a p i t a l formation w i l l depend mainly 
on the p a t t e r n of government expenditure. 
(7) See Chapter 2. 
(8) The above discussion may be a r e l e v a n t one o n l y i n as 
f a r as i n f r a * s t r u c t u r e investment has t o be undertaken by the 
government s e c t o r , since the p r i v a t e sector may not n e c e s s a r i l y 
invest i n the above, see s e c t i o n IV.b. Excluding investment 
i n i n f r a * s t r u c t u r e f a c i l i t i e s , i t remains i r r e l e v a n t whether 
increased investment should be p r i v a t e or p u b l i c , since t h i s 
may not a f f e c t the t o t a l r a t e of growth of the economy. 
However, the preference f o r increasing the t o t a l r a t e of 
c a p i t a l formation i n the economy, mainly through the government'i 
sector d i r e c t l y , r a t h e r than encouraging p r i v a t e investment, 
i s o f t e n m i t i g a t e d by p u r e l y d i s t r i b u t i o n a l c o n s i d e r a t i o n s , 
since p u b l i c investment may not produce the unfavourable 
d i s t r i b u t i o n a l e f f e c t s , which p r i v a t e investment does. 
(9) A dmittedly expenditure or economic overhead capitftX may 
have the same e f f e c t s , see s e c t i o n IV.b. 
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Table 30 shows the r e l a t i v e d i s t r i b u t i o n of t o t a l 
government expenditure i n I r a q , between o r d i n a r y and 
development budget e x p e n d i t u r e s * f o r the p e r i o d 1933*1963. 
I t can be seen c l e a r l y from the above t a b l e t h a t the r e l a t i v e 
share of development expenditure was increasing r a p i d l y t i l l 
195? where i t reached a l e v e l of 44% of t o t a l government 
expenditure, v f t e r which i t d e c l i n e d s t e a d i l y t o reach a 
l e v e l of 27% o f t o t a l government expenditure i n 1963. Here 
i t i s important t o examine the p a t t e r n of the a l l o c a t i o n of o i l 
revenue among the above two budgets, since i t i s t h i s f a c t o r 
t h a t determines p r i m a r i l y the above general p a t t e r n of 
d i s t r i b u t i o n of government expenditure. 
With the establishment of the Development Board i n 1 9 5 l i 1 1 * 
i t was decided t o a l l o c a t e 70% of o i l revenues t o development 
expenditure. * The p r i n c i p l e of a l l o c a t i n g o i l revenues 
f o r p u r e l y developmental expenditures, w h i l e f i n a n c i n g o r d i n a r y 
government expenditure { o r d i n a r y budget) by o r d i n a r y revenues, 
(13) 
was upheld long before 1951. Nevertheless o i l revenues d i d 
not c o n s t i t u t e an important p a r t of government's revenue 
before 1951. However, w i t h the r a p i d increase i n o i l r o y a l t i e s 
(10) Development expenditure was incorporated w i t h i n the 
government's o r d i n a r y budget i n I r a q t i l l the establishment 
of the Development Board i n 1959. 
(11) Abolished i n 1959, 
(12) Central Bank of I r a q * Annual Report - 1951;p.42, 
(13) O r i g i n a l l y , i t was decided t o a l l o c a t e the whole of o i l 
r o y a l t i e s t o development expenditure,, but i t was f i n a l l y decided 
i n 1951 to a l l o c a t e 30% of i t t o cover increasing government 
o r d i n a r y budget expenditure. However the above p r i n c i p l e was 
r e a f f i r m e d again i n 1961, see Rep.of I r a q • M i n i s t r y of 
Guidance - "The F i v e Tears D e t a i l e d Economic P&an 1961*1965" 
(Law No. 70,1961) p.60. 
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from 1951 to 1959, the r e l a t i v e share of development expenditure 
increased r a p i d l y d u r i n g the same p e r i o d , since i t absorbed 
70% of the r a p i d l y increasing o i l revenues. I n 1959, i t was 
decided t o reduce the r e l a t i v e share of the development 
{141 
budget of o i l revenues, from 70% t o 50%. ' The above 
d e c i s i o n was made mainly i n view of the r a p i d l y i ncreasing 
(15) 
government ( o r d i n a r y budget) expenditure. Since such 
r a p i d increases could not be met i n the s h o r t - r u n by increases 
i n tax y i e l d s , i t was f e l t t h a t the above r e a l l o c a t i o n of 
o i l revenues i s necessary. However, i t was stressed t h a t 
such a step was o n l y a temporary one, and i t was hoped t o 
r e s t o r e the pre 1959 p a t t e r n of a l l o c a t i o n , i n the f u t u r e . 
Moreover, since o i l revenues were not growing as f a s t as 
before 1959, I t becomes evident why the r e l a t i v e share of 
development expenditure has declined a f t e r 1959. I n a d d i t i o n 
t o the above d e c l i n e , i t i s important t o note th a t funds 
a l l o c a t e d i n i t i a l l y t o the development budget, were o f t e n 
t r a n s f e r r e d t o the o r d i n a r y budget account, t o cover t h e 
d e f i c i t i n government cu r r e n t ( o r d i n a r y budget) e x p e n d i t u r e ! * ^ 
(14) See Rep. of I r a q - M i n i s t r y o f Finance - "Explanatory 
Note regarding the Annual Budget" 1959 • Sec.D. 
(15) The 1959 o r d i n a r y budget expenditure f i g u r e was 29% higher 
than that of the preceding year. 
(16) Rep. of I r a q . M i n i s t r y o f Finance "Explanatory Note 
Regarding the Annual Budget" 1962 - p.8. I n 1962, the r e l a t i v e 
share of the development budget of o i l revenues was r a i s e d t o 
51%. I t was hoped that t h i s may reach the l e v e l of 60% by 
1965, I b i d . 
(17) See, Central Pank of I r a n - Annual Reports, 1951,p.48, and 
1952, p.39. 
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So f a r we have only described the basic p a t t e r n of govern* 
ment expenditure, t h a t i s i t s d i s t r i b u t i o n between current 
( o r d i n a r y budget) expenditure, and c a p i t a l (development 
(18) 
budget) expenditure..* Here, i t should become evident t h a t 
the problem o f a c c e l e r a t i n g the r a t e o f growth (.though 
in c r e a s i n g the r a t e of t o t a l c a p i t a l formation) c l e a r l y 
i mplies the a l l o c a t i o n of a r e l a t i v e l y l a r g e r share of t o t a l 
government expenditure t o the development budget (as against 
the o r d i n a r y budget). While the d e t e r m i n a t i o n of the i d e a l 
(18) 
A d e t a i l e d d e s c r i p t i o n of I r a q ' s present budgetary 
~ system i s . not included i n the present dudy. However, i t i s 
important t o note t h a t I r a q ' s present system i s a m u l t i -
budgetary one i n c o r p o r a t i n g f o u r d i f f e r e n t types o f budgets, 
the o r d i n a r y , development, independent and attached budgets. 
The o r d i n a r y budget covers mainly the whole of government's 
non-productive a 6 t i v i t y , t h a t i s mainly p u b l i c consumption, 
w h i l e the development budget covers mainly c a p i t a l expenditure 
( i n d i r e c t l y p r o d u c t i v e , and s o c i a l and economic overhead 
c a p i t a l ) . Independent and attached budgets deal mainly w i t h 
government's t r a d i n g a c t i v i t i e s , which are excluded from the 
consolidated government accounts as presented i n the study. 
For a d e t a i l e d d e s c r i p t i o n of the present budgeting s t r u c t u r e 
i n I r a q , see Central Bank of I r a q * Annual Reports, 1961 p.p. 
133*134, 1962, t a b l e 40, p.143; and Al-Saaegh,H.R. "A Survey 
of Governmental Accounting Methods" ( A l * t k i i s a d i - N o . 3 . Tear 5 * 
1964) i n Arabic - p.p.51-93. 
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d i s t r i b u t i o n of t o t a l government expenditure between the above 
(191 
two budgets may be d i f f i c u l t i n t h e o r y , 7 ' i t s I m p l i c a t i o n s 
become c l e a r . I t i s evident t h a t the d e c l i n e i n the r e l a t i v e 
share of development expenditure would A f f e c t the t o t a l r a t e 
of c a p i t a l formation I n the economy, e s p e c i a l l y when one 
considers the f a c t t h a t p u b l i c investment i n I r a q accounted 
f o r an i n c r e a s i n g l y l a r g e r r e l a t i v e share of t o t a l investment 
since 1 9 S 1 . < 2 0 ) 
The above d e c i s i o n ( t h a t of the a l l o c a t i o n of t o t a l 
government resources between the o r d i n a r y and development 
budgets) i s not the only d e c i s i o n involved concerning the 
p a t t e r n of government expenditure i n I r a q . For c l e a r l y i t i s 
important t o evaluate the p a t t e r n of fiovernioent expenditure 
w i t h i n the above budgets themselves. However, the above 
(19) See Pantaleoni,14, " C o n t r i b u t i o n t o the Theory of 
D i s t r i b u t i o n of P u b l i c Expenditure" ( I n "Classics i n the Theory 
of P u b l i c Finance" ed8.Mtt8gr&ve.R*A. and Peacock,A.T. -
Macaillan,1962). p.p.16*27. Pantaleoni considers the e q u a l i z i n g 
o f the marginal u t i l i t i e s of p u b l i c expenditures as the basic 
c r i t e r i o n f o r the d e t e r m i n a t i o n of the basic p a t t e r n o f 
government expenditure. However the a r r i v a l at the optimum 
s o l u t i o n t o the above i s viewed as the r e s u l t of a. s e r i e s of 
marginal adjustments which are. made w i t h reference t o 
experience. Ibid.p.24 and p.27. While i t i s d i f f i c u l t t o 
q u a n t i f y the t o t a l u t i l i t i e s of both budgets i n I r a q , the 
relevance of Pantaleoni** c r i t e r i o n t o f i s c a l p o l i c y i n I r a q 
today, i s of extreme importance, since t h i s n e c e s s a r i l y i m p l i e s 
the c a r e f u l comparison of the r e l a t i v e u t i l i t i e s and d i s u t i l i t i e i 
i nvolved i n changing the r e l a t i v e shares of both budgets. The 
d e c i s i o n t o Increase the r e l a t i v e share o f the o r d i n a r y budget 
i n I r a q was dene mainly w i t h reference t o the need of covering 
increasing government's c u r r e n t expenditure and apparently 
without the c a r e f u l examination of the unfavourable e f f e c t s 
involved i n reducing development expenditure, see,Rep. of I r a q -
"Explanatory Note Regarding the Annual Budget" 1959-Sections, 
D and ' 
(20) See Central Bank of I r a q * Annual Report - 1960,p.116. 
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d e c i s i o n can be viewed as probably the most important and 
basic a 1 l o c a t i v e d e c i s i o n on the expenditure side of f i s c a l 
p o l i c y i n I r a q . This i s n e c e s s a r i l y so since i t i s the 
above basic d e c i s i o n t h a t p r i m a r i l y determines the degree of 
the government's se c t o r d i r e c t p a r t i c i p a t i o n i n c a p i t a l 
formation i n I r a q . While recognising the need t o finance 
i n c r e a s i n g government ( o r d i n a r y budget) expenditures, i t must 
be stressed here t h a t the increasing s u b s t i t u t i o n of the 
above f o r development expenditure, can be d e t r i m e n t a l t o 
economic growth i n I r a q i n i t s present e a r l y stage of 
development. Instead the i n c r e a s i n g pressure of government's 
current expenditure should i d e a l l y serve as an i n c e n t i v e t o 
- • • " ' - - — * (21) 
increase government's revenue through wide tax reforms. 
So f a r , we have o n l y considered the basic p a t t e r n of 
government expenditure i n I r a q , fthile r ecognising that the 
above i s probably the most important problem of expenditure 
p o l i c y , i t by no means forms the whole of i t * For expenditure 422) which may have an 
e q u a l l y important impact on the r a t e of economic growth. t t 
i s t o those we t u r n t o i n the f o l l o w i n g two sections. 
(21) See chapter 3. 
(22) The choice of the d i s t r i b u t i o n of government expenditure 
w i t h i n each of the budgets, on the v a r i o u s major catagories 
of expenditure, may be q u i t e important from a developmental 
p o i n t of view. 
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I I I . Government (Ordinary budget) Expenditure. 
Here i t w i l l be attempted t o assess the c o n t r i b u t i o n of 
the above t o economic growth i n I r a q . This may be done by 
examining the f u n c t i o n a l p a t t e r n of d i s t r i b u t i o n of the 
ord i n a r y budget expenditure i n I r a q . 
To assess the growth c o n t r i b u t i o n of the o r d i n a r y budget 
expenditure i n I r a q , i t i s necessary to u t i l i s e a t o t a l l y 
d i f f e r e n t c l a s s i f i c a t i o n 2 3 ^ of government accounts, than 
(24) 
that p r e s e n t l y used i n I r a q ; To f a c i l i t a t e the a n a l y s i s , 
government ( o r d i n a r y budget) expenditure i n I r a q has been 
(25 ) 
di v i d e d i n t o three broad f u n c t i o n a l c a t e g o r i e s , a d m i n i s t r a t i v e , 
(26.) 
s o c i a l , and economic.expenditures. ". ._ . 
(23) For a thorough and d e t a i l e d d i s c u s s i o n of the conceptual 
problems i n v o l v e d i n the c l a r i f i c a t i o n of government accounts 
see U.N. "Budgetary S t r u c t u r e and C l a s s i f i c a t i o n of Government 
Accounts" (New York,1951) p.p.3-29 and O.N. "A Manual f o r 
Economic and Fu n c t i o n a l C l a s s i f i c a t i o n of government Transactions' 
(New York, 1958) P a r t . l . 
(24) At present o r d i n a r y government expenditure i n I r a q i s 
c l a s s i f i e d on an a d m i n i s t r a t i v e basis. Such a method of 
c l a s s i f i c a t i o n may be u s e f u l from a p u r e l y a d m i n i s t r a t i v e 
c o n t r o l p o i n t of view, but i t s use f o r economic analysis i s 
extremely l i m i t e d . 
(25) Government expenditure may be c l a s s i f i e d according t o 
major economic categories. Such a c l a s s i f i c a t i o n may be 
extremely u s e f u l i n assessing the i n f l u e n c e of government's 
expenditure on p r i c e s , incomes, and unemployment. However a 
f u n c t i o n a l c l a s s i f i c a t i o n i s more u s e f u l i n the above context 
since we are b a s i c a l l y concerned w i t h the assessment of the 
grovth content of the o r d i n a r y budget expenditure. For an 
economic c l a s s i f i c a t i o n of the above, see t a b l e 32. 
(26) A more d e t a i l e d f u n c t i o n a l c l a s s i f i c a t i o n may be possi b l e 
and i n t e r e s t i n g . However, the above broader c l a s s i f i c a t i o n i s 
much more u s e f u l f o r our a n a l y s i s . For a more d e t a i l e d 
f u n c t i o n a l c l a s s i f i c a t i o n of government account C e n t r a l 
Bank of I r a q * Annual Report 1963.Table 39.p20Q and Peacock, A.T, 
and Wiseman.J. "The Growth of P u b l i c Expenditure i n the United 
Kingdom"(Oxford U n i v e r s i t y Press,1961) p.p.182-184 and t a b l e 
A.15, p.p.187-188. 
129 
A d m i n i s t r a t i v e expenditure may be defined as expenditure 
on goods and services which are i n d i v i s i b l e i n nature, and 
which can only be consumed c o l l e c t i v e l y i . e . defence. S o c i a l 
expenditure i s defined t o include a l l categories of 
expenditure where the i n d i v i d u a l consumer b e n e f i t s more 
d i r e c t l y i n h i s capacity as an i n d i v i d u a l consumer, and where 
the i n d i v i s i b i l i t y of consumption may no longer be regarded 
as a necessary c o n d i t i o n . F i n a l l y economic expenditure may be 
defined as t h a t expenditure t h a t b e n e f i t s i n d i v i d u a l s d i r e c t l y 
or i n d i r e c t l y i n t h e i r c a p a c i t i e s as producers, and where 
(27) 
some e x t e r n a l economies are involved. C l e a r l y the above 
d e f i n i t i o n s i n v o l v e some measure of a r f c i t r a r n e s s , nevertheless 
J i t au8i_4*e stressed here t h a t i t i s the a n a l y t i c usefulness 
of the above c l a s s i f i c a t i o n t h a t i s of importance i n the 
present context. 
Table 31 shews the r e l a t i v e f u n c t i o n a l d i s t r i b u t i o n of 
government's ( o r d i n a r y budget) expenditure i n I r a q f o r the 
period 1953*1963. I t can be seen c l e a r l y from the above t a b l e 
t h a t the category of a d m i n i s t r a t i v e expenditure c o n s t i t u t e s 
the b u l k of o r d i n a r y budget expenditure i n I r a q , f o r i t accounted 
on average f o r about 70% of o r d i n a r y government expenditure 
du r i n g that p e r i o d . While s o c i a l expenditure accounted on 
average f o r 18% of government*s o r d i n a r y budget expenditure, 
(27) Ahmed,K. "Expenditure C l a s s i f i c a t i o n and Investment 
Planning, w i t h Special Reference t o Pakistan" (Unpublished 
Ph.D. Thesis • London Univ. 1966) p.p. 108*113. (By permission 
of the a u t h o r ) . 
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economic expenditure accounted f o r 12% f o r the same period. 
Howdver, i t i s important t o note that w h i l e the r e l a t i v e 
share of s o c i a l expenditure was in c r e a s i n g , the r e l a t i v e share 
of economic expenditure was d e c l i n i n g at the same time* 
C l e a r l y , the r e l a t i v e dominance of a d m i n i s t r a t i v e 
expenditure can ha r d l y he considered as favourable t o growth, 
since p u r e l y a d m i n i s t r a t i v e expenditure c o n t r i b u t e s very 
l i t t l e t o economic development. I t was not t i l l r e c e n t l y t h a t 
the need t o minimise the r e l a t i v e share o f the above 
(28) 
category has been d u l y recognised. Moreover the need f o r 
the r e d u c t i o n of the r e l a t i v e share o f a d m i n i s t r a t i v e expenditure 
becomes c l e a r , i f we consider the f a c t t h a t the o r d i n a r y 
budget i n I r a q absorbs w e l l over two t h i r d s o f t o t a l 
(29) 
government resources. 
Considering s o c i a l expenditure, i t can be seen c l e a r l y 
from t a b l e 31, t h a t i t s r e l a t i v e share has increased from 
about 12% i n 1953 t o 27% i n 1963, g i v i n g an average of 18f» 
f o r the whole period . I r must be stressed here t h a t the t o t a l 
d i s t r i b u t i o n a l e f f e c t s o f f i s c a l p o l i c y , do not depend e n t i r e l y 
on tax p o l i c y , since a c e r t a i n degree of r e d i s t r i b u t i o n may 
be achieved through the v a r i a t i o n i n the p a t t e r n of government 
expenditure. While the assessment of the exact d i s t r i b u t i o n a l 
(28) See Rep. of I r a q - "Explanatory Note Regarding the Annual 
Budget" 1962, p.p.12-14, 1963,p.3, and 1965, p.11. 
(29) See tab l e 30. 
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incidence of government expenditure remains a d i f f i c u l t problem, 
i t may be asserted t h a t increased government expenditure i n 
I r a q i s not l i k e l y t o have any favourable d i s t r i b u t i o n a l 
e f f e c t s , unless i t i s accompanied by a r i s e i n the r e l a t i v e 
share of s o c i a l e x p e n d i t u r e . * 3 0 * Thus w h i l e the increase i n 
the r e l a t i v e share of s o c i a l expenditure i n I r a q may be 
j u s t i f i e d i n d i s t r i b u t i o n a l terms, i t must be stressed t h a t 
the c o n t r i b u t i o n of the above expenditure catagory t o growth, 
i s of a l i m i t e d and i n d i r e c t nature. 
F i n a l l y , considering the catagory of economic expenditure, 
i t can be seen c l e a r l y from t a b l e 31 t h a t i t s r e l a t i v e share 
has declined from 19% i n 1953 t o 7% i n 1963. I n assessing the 
growth content of Iraq's o r d i n a r y budget expenditure, i t i s 
p r e c i s e l y t h i s s p e c i f i c catagory t h a t c o n t r i b u t e s mostly 
t o growth. Thus i d e a l l y , i t would have been p r e f e r a b l e i f 
the r e l a t i v e Increase i n s o c i a l expenditure had taken place 
mainly at the expense of the r e l a t i v e share of a d m i n i s t r a t i v e 
expenditure, r a t h e r than t o r e p l a c e economic expenditure. The 
necessity of i n c r e a s i n g the r e l a t i v e share of economic 
expenditure becomes evident, i f one stresses the developmental 
r o l e of government expenditure i n I r a q . Moreover, i t would 
be extremely d e s i r a b l e to incresse the developmental content 
of government's o r d i n a r y expenditure i n I r a q , s i n ce t h i s 
(30) We are assuming here that tho b u l k of the above expenditure 
catagory i s mainly d i r e c t e d towards p r o v i d i n g f o r the basic 
needs of the lower income groups. A d m i t t e d l y , the 
d i s t r i b u t i o n a l aspect of the o r d i n a r y budget can be evaluated 
w i t h reference t o the economic c l a s s i f i c a t i o n of the above 
budget, see t a b l e 32. Here by examining the r e l a t i v e s i z e of 
the category of " t r a n s f e r payments'* and i t s composition, one 
may be able t o assess t h e d i s t r i b u t i o n a l r o l e of the above 
budget. 
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absorbs the l a r g e s t p r o p o r t i o n of p u b l i c resources at 
present. Thus the increase i n the r e l a t i v e share of economic 
expenditure, may p a r t i a l l y o f f s e t the unfavourable e f f e c t 
of the r e l a t i v e decrease of development expenditure i n I r a q . 
Consequently, i t i s t o be stressed here, that the i n t e r * 
f u n c t i o n a l choice w i t h i n the o r d i n a r y budget i t s e l f , remains 
an important d e c i s i o n o f government expenditure p o l i c y . 
IV. Development Expenditure^ 
We have already stressed e a r l i e r , t h a t the problem of 
maximizing the growth r a t e of the economy does not depend 
e n t i r e l y on the r a t e of c a p i t a l f o r m a t i o n as such, but on 
(311 
i t s p a t t e r n as wel1. ' C l e a r l y then, the c o n t r i b u t i o n of 
government's expenditure t o economic growth i n I r a q , does not 
depend e n t i r e l y on how f a r does the government devote of i t s 
t o t a l expenditure t o development, but on the p a t t e r n of such 
developmental expenditure as w e l l . 
The importance of the above problem ( t h a t of achieving 
the best a l l o c a t i o n of investment resources i n the government's 
s e c t o r ) , stems mainly from the r e l a t i v e s c a r c i t y of economic 
resources needed f o r development. However, i t i s i n t e r e s t i n g 
to note t h a t i t was not the s c a r c i t y of resources th a t was 
the l i m i t i n g f a c t o r i n I r a q d u r i n g the e a r l i e r years of the 
p e r i o d under study. I t has o f t e n been stressed th a t w h i l e the 
r a t e of savings i s the basic l i m i t i n g f a c t o r t o increasing the 
l e v e l of c a p i t a l formation i n underdeveloped c o u n t r i e s , i t by 
(31) See chapter 2. 
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no means constitutes the only l i m i t i n g factor. Thus i t may 
be possible a t one stage that a country's savings a b i l i t y 
(32) 
exceeds i t s a b i l i t y to invest a l l i t s savings e f f i c i e n t l y . 
Table 33 shows the actual revenue and expenditure o| Iraq's 
(33) 
Development Board from 1951 to 1958. ' I t can be seen c l e a r l y 
from the above* that the Board's revenues exceeded i t s realised 
expenditures f o r the whole period with the exception of 1957. 
Such a wide gap between actual revenues and expenditure© of 
t&fi Development Board, was not only due to the rapid increases 
i n o i l revenues, but also due t o the f a i l u r e of the Development 
Board i n Iraq to u t i l i z e i t s t o t a l i nvestible resources 
(34) 
according to a comprehensive plan. ' Hence i t was the 
li m i t e d a b i l i t y to invest rather than the scarcity of ca p i t a l 
that was the l i m i t i n g factor to development i n Iraq during 
1951-58. 
Let us turn now to examine the pattern of public 
investment i n Iraq. The basic problem here can be stated as (32) See Hirachman,A.O. "The Strategy of Economic Development" (Yale University Press,1958) p.p.37-40| and Dosser,D. 
"General Investment C r i t e r i a for Less Developed Countries} 
A Post-Mortem" (Scottish Journal of P o l i t i c a l Economy - Vol.9. 
1962) p. 87. 
(33) Development expenditure was synonymous with the Board's 
budget w i l l i t s abolishment i n 1959. 
(34) While the above gap between actual revenue and expenditure 
i n the development budget ceased to exist a f t e r 1959, i t i s 
intere s t i n g to note that the pattern of development expenditure 
i n Iraq i s s t i l l p r i m a r i l y determined independently of any 
comprehensive economic plan. The present so c a l l e d detailed 
five-year plan i s i n fact nothing but an ex-ante estimate of 
development expenditure of the government's sector i n Iraq. 
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that of selecting the most suitable pattern of investment 
i n the development budgets i n I r a q , that w i l l have the 
maximum contribution to economic growth. Admittedly the 
determination of a detailed pattern w i t h i n each major 
category of investment i n the development budget may require 
( 35 ) 
a system of individual project evaluation; ' which hardly 
exists i n Iraq today. However, the following analysis i s 
l i m i t e d to the problem of a l l o c a t i n g public investment among 
the major catagories of investment i.e. a g r i c u l t u r e , industry 
and investment i n Infrastructure f a c i l i t i e s . 
a. Investment i n D i r e c t l y Productive A c t i v i t i e s . 
1. Agriculture. 
Table 34 shows realised development expenditure i n I r a q 
by major catagories of investment ( i n absolute and r e l a t i v e 
terms) f o r the period 1953 to 1963. I t can be seen c l e a r l y 
from the above table that investment i n agriculture formed 
the highest proportion of development expenditure during the 
e a r l i e r years of the period under study, although i t s 
r e l a t i v e share f e l l considerably by 1963. The importance of 
investment i n agriculture need not be stressed i n d e t a i l here, 
for i t i s evident that the growth of a g r i c u l t u r a l production 
i n the e a r l i e r stages of development, i s an integral and 
(39) Tor a detailed analysis of a system of individual 
investment project evaluation see Prest.A.R. and Turvey.R. 
"Cost-Benefit Analysis: A Survey" (E.J.Vol.LXXV.No.300.1965) 
p.p.683*705, and Hines,L.G. HThe Hazards of Benefit-Cost 
Analysis as a Guide to Public Investment Policy" (Public 
Finance - Voe.XVll.1962) p.p.101-117. 
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necessary part of the growth process i t s e l f . Moreover, the 
importance of a g r i c u l t u r a l investment i n Iraq today, should 
he viewed w i t h reference to the fact that at present, the 
( 36) majority of the w.qrfting population depend on agriculture. 
The preference for p r i m a r i l y a g r i c u l t u r a l investment 
i n the development programme of an underdeveloped country, 
may be j u s t i f i e d w i t h reference to the " c a p i t a l i n t e n s i t y " 
c r i t e r i o n for a l l o c a t i n g investment. Here a given quantity 
of c a p i t a l would be allocated i n a way so as to maximise 
current output. The concentration on a g r i c u l t u r a l investment 
instead of other a l t e r n a t i v e forms of investment may contribute 
to the maximisation of current output, since here we may be 
u t i l i s i n g a r e l a t i v e l y lower quantity of c a p i t a l per unit 
of extra output. Thus since investment i n agriculture may 
involve the use of r e l a t i v e l y less c a p i t a l per extra un i t of 
output, i t would be more desirable to concentrate mainly on 
a g r i c u l t u r a l investment t o maximize current output. Admittedly, 
the above c r i t e r i o n may be an extremely valuable guide to 
public investment policy where capital as a factor i s 
extremely scarce r e l a t i v e to labour. I n other words, where the 
social opportunity cost of labour i s equal to zero, the above 
c r i t e r i o n for investment a l l o c a t i o n may assume a r e l a t i v e l y 
important r o l e . 
(36) See "Detailed Five-Tears Economic Plan 1961-62 -
1965-66" op.cit.p.79. 
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However, i t must be stressed here that the above 
c r i t e r i o n can not by i t s e l f , constitute an adequate guide to 
public investment policy. For i t i s important to note that 
the concept of economic growth i n Iraq (as elsewhere), 
although can be stated i n terms of achieving a sustained 
increase i n per capita income, must necessarily involve a 
r e l a t i v e l y wide measure of s t r u c t u r a l changes i n the economy. 
(37) 
For i t has already been stressed e a r l i e r , that the growth 
process i n Iraq must increasingly be based on the further 
d i v e r s i f i c a t i o n of economic a c t i v i t y , mainly to release Iraq's 
economy from the present r e l a t i v e dominance of the primary 
production a c t i v i t i e s ( a griculture and o i l e x t r a c t i o n ) . The 
necessity of the above may become clearer, i f growth i n I r a q 
i s to be feiewed as a self-sustaining process. 
2. Industry. 
I t can be seen c l e a r l y from table 34, that public 
investment i n industry accounted on average f o r only 12% of 
t o t a l public investment i n Iraq during 1953-1963. Although 
the rates f o r the years 1957 and 1958 are higher than the above 
average, the rates f o r the remaining years were equal or lower 
to the above average. 
The r e l a t i v e neglect of i n d u s t r i a l investment i n the 
e a r l i e r programmes of development i n I r a q , was not due to the 
r e l a t i v e scarcity of c a p i t a l , but mainly due to the scarcity 
of s k i l l e d labour and managerial s k i l l s . Here i t i s important 
(37) See chapter 3. 
to view the necessity f o r increasing the r e l a t i v e share of 
in d u s t r i a l investment i n Iraq not only i n terms of i t s 
contribution to the increase i n per capita income, but also i n 
terms of i t s prospective contribution to the acceiaration of 
the growth rate of the economy. 
To c l a r i f y the above point, i t i s important to consider 
what i s meant by the term "economic development" as an 
objective. For i f t h i s i s simply meant to convey an increase 
i n current output i n the short-run, then the growth rate of 
the economy may not necessarily be sustained i n future periods. 
To achieve a sustained and increasing growth rate of output 
per head, i t i s necessary to ensure an increasing rate of 
t o t a l c a p i t a l formation a t the" e a r l i e r stages of development. 
Clearly, the concept o f economic development i n Iraq ( as i n 
other underdeveloped economies) should stress not the 
maximisation of current output i n the short-run only, but 
primar i l y the maximisation of the rate of cap i t a l formation 
to ensure a sustained increase i n output per head i n the 
long-run. Here i t must be stressed that the concept of growth 
as elaborated above, may involve a time preference between 
imediate maximum welfare, end future higher levels of 
w e l f a r e . ( 3 8 ) 
(38) Sen,A,K. "Some Notes on the Choice of Capi t a l - I n t e n s i t y 
i n Development Planning" (Q.J.E. fcol.LXXl,1957) p.567. 
Clearly, the above conception of growth, may necessarily 
imply an investment programme that may stress more those 
categories of investment that may contribute more to further 
growth, by d i v e r t i n g a r e l a t i v e l y higher proportion of t h e i r 
*mt*a\na\ (39) 
managerial products towards further c a p i t a l formation. 1 
Here i t must be noted that such a pattern of investment may 
not coincide w i t h that implied by the most economie use of a 
given quantity of c a p i t a l , as prescribed by the previous 
c r i t e r i o n . This may be so since i n d u s t r i a l investment may 
e n t a i l a larger use of capit a l per u n i t of extra output, 
than a g r i c u l t u r a l investment does. However, i n terms of 
developing the investment capacity of Iraq's economy, i n d u s t r i a l 
investment may be much more favourable than other forms of 
investment i.e. agriculture. This may be so since a g r i c u l t u r a l 
investment may increa.se a g r i c u l t u r a l output, where i t may be 
extremely d i f f i c u l t to mobilize a part of that increase 
(39) For a detailed exposition of the "marginal per capita 
reinvestment quotient" c r i t e r i o n , see Calenson,W. and 
Leibenstein,H. "Investment C r i t e r i a , Productivity, and 
Economic Development" (Q.J.E. Vol.LX1X,1955) p.p.343*370. 
Ide a l l y , under the above c r i t e r i o n , the optimum d i s t r i b u t i o n 
of public investment would be achieved only when the "marginal 
per capita reinvestment quotient" i s equal f o r a l l major 
categories of investment. Yrhile the measurement of t h i s may 
be d i f f i c u l t i n practice, the above c r i t e r i o n i s of special 
importance t o Iraq. For at present, public investment i n 
Iraq depends mainly on o i l revenues, thus i f growth i n Iraq 
is to become self sustained, more stress should be l a i d on 
those catagories of investment that w i l l p r i m a r i l y contribute 
further to increasing the t o t a l rate of capital formation 
i.e. industry. 
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towards further capital formation, mainly because of the 
extreme d i f f i c u l t i e s involved i n a g r i c u l t u r a l taxation i n 
I r a q at present.^ 4 0^ I n contrast, an investment programme 
emphasising p r i m a r i l y i n d u s t r i a l investment, may increase 
the rate of ca p i t a l formation f u r t h e r , since the majority 
of the - .newly developed industries are owned by the public 
sector, thus i t would be r e l a t i v e l y easier to d i v e r t a part 
of incremental output to further investment d i r e c t l y , and. 
(411 
without resourt to taxation. ' 
However, i t must be stressed that the adoption of the 
above c r i t e r i o n , should not necessarily exclude the 
maximisation of consumption per he&d (which may be considered 
as the f i n a l objective of economic growth), but merely 
(42) 
delays i t t o a future period. furthermore, the d e s i r a b i l i t y 
(40) See chapter 3, 
(41) I n fact the above point has been stressed as the most 
v i t a l advantage involved i n the use of the "marginal per capita 
reinvestment quotient", see Vi>lard,H.H."Investment C r i t e r i a , 
P roductivity, and Economic Development: Comment" (Q.J.E.Vol.LXXl 
1957) p.p.473-474. The same basic logic would apply i f public 
investment resources are used to lend to the private sector, 
since i t may be assumed that i n d u s t r i a l i s t s would reinvest 
a r e l a t i v e l y higher proportion of t h e i r incremental output, 
than formers f o r example. 
(42) See Dobb,M. "Some Problems i n the Theory of Growth and 
Planning Policy" (Kyklos * Vol.XIV.1961) p.138. 
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of increasing the r e l a t i v e share of i n d u s t r i a l investment 
does not only stem from i t s favourable effects on increasing 
the rate of c a p i t a l formation. For i n d u s t r i a l investment i s 
often associated with the introduction of new products and 
technologies. This i n i t s e l f may have an extremely favourable 
eff e c t i n as f a r as i t encourages the increase i n the supplies 
of s k i l l e d labour and managerial s k i l l s . 
Here i t remains to be seen whether the above approach to 
public investment i n I r a q , has any favourable effects on 
employment. Clearly, given an amount of c a p i t a l , the use 
of labour-intensive investment may maximise the current 
labour/capital r a t i o i n the economy, without necessarily 
increasing the amount of c a p i t a l used. But the above may not 
coincide with the acceptance of the dynamic implications of 
growth. Clearly, the acceptance of self-sustained economic 
growth as an objective, may imply the acceptance of a 
possibly f a r reaching s t r u c t u r a l changes i n the economy. 
Hence the adoption of an investment programme stressing mainly 
i n d u s t r i a l (capital-intensive) investment may i n the long-run 
increase and widen the t o t a l employment opportunities i n the 
economy. For one of the basic aims of growth i s to increase 
real p r o d u c t i v i t y per head. I t becomes evident then, that the 
attempt t o maximize the labour/capital r a t i o 4** the i n economy 
by using an investment programme which i s basically labour-
intensive, may not increase, or even possibly decrease 
pro d u c t i v i t y per head. F i n a l l y , i t i s interesting to note 
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that most development programmes i n I r a q have f a i l e d to 
(4 
rea l i z e the a l l o t e d r e l a t i v e f igure to i n d u s t r i a l investment. 
b. Investment i n Social and Economic Overhead Capital. 
I t can be seen c l e a r l y from table 34, that public 
investment i n the above category has accounted f o r an 
increasingly larger r e l a t i v e share of public investment during 
1953*1963. While the r e l a t i v e share of investment i n 
transport and communications increased from 15.6% i n 1953 to 
33.7% i n 1963 averaging abour 22%, investment i n the housing 
and buildings category, r e l a t i v e share has increased from 
22.5% i n 1953 to 45.2% i n 1963, giving an average of 39% 
for the whole period. Thus the t o t a l r e l a t i v e share of the 
above category of investment amounted on average f o r 69% of 
(45) 
t o t a l public investment. 
(43) I n d u s t r i a l investment has been a l l o t e d 30% of t o t a l 
public Investment i n the Detailed Five Years Plan, see tables 
35 and 36. But the actual r e l a t i v e figures achieved f o r the 
f i r s t three years were 10.6%, 9.9%, and 12.8% respectively, 
see table 34. The investment programme recommended by the 
I.D.R.D. mission, a l l o t e d industry 22% of t o t a l public investment 
during 1952*53 •1956-37), see table 37, but the actual 
average annual rate achieved f o r that period was only about 
8% of t o t a l public investment, see table 34. 
(44) Includes some expenditure on social and community 
f a c i l i t i e s i.e. public health. 
(45) I t i s inter e s t i n g to note that the figures for the last 
three years of the above period, were s i g n i f i c a n t l y higher 
than the above average, see table 34. 
144) 
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Here i t would be useful to define what ie meant by 
social and economic overhead c a p i t a l . Expenditure or social 
and economic overhead c a p i t a l can be defined as the 
investment expenditure that does not contribute d i r e c t l y by 
i t s e l f to the increase i n the supply of goods i n the economy, 
but i t i s expenditure on services without which d i r e c t l y 
productive a c t i v i t i e s i n the economy can not function 
(46) 
e f f i c i e n t l y . Hence the main contribution of the above 
category of investment to growth, can be viewed i n terms of 
(47) 
the possible external economies i t generates. Such 
external economies may not be accounted f o r i n calculating 
the private marginal p r o d u c t i v i t y of c a p i t a l . Thus i f the 
al l o c a t i o n of investment resources is l e f t e n t i r e l y to 
market forces, we are u n l i k e l y to achieve an optimum 
alloc a t i o n from the social point of view. The divergency 
between the social and private marginal p r o d u c t i v i t i e s of 
investment, makes i t necessary for the state to undertake 
such a c t i v i t i e s i n underdeveloped countries! 4 8This investment 
(46) For further elaboration on the above see Hirschman.A.O. 
"The Strategy of Economic Development" op.cit.p.83. 
(47) External economies may be defined as "those economies 
invoked when the p r o f i t s of one producer are dependent on the 
decisions of other producers" see Scitovsky,T. "Two Concepts 
of External Economies" (J.P.E,Vol.LXil.1954) p.146. 
(48) The case ie the same f o r developed economies, but such 
a divergency may be r e l a t i v e l y larger i n underdeveloped 
economies. 
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i n social and economic overhead capital must be stressed as 
an in t e g r a l part of development expenditure i n Iraq, since i t 
plays an important role i n developing the basic services 
without which expansion i n d i r e c t l y productive a c t i v i t i e s 
may not be possible. 
However, the central problem here i s not whether to 
invest or got i n the above category. For c l e a r l y a minimum 
level of public investment i n the above catagory remains a 
necessity for the e f f i c i e n t functioning of the economy as 
(49) 
a whole. The problem may be posed here as that, whether 
public investment policy i n Iraq should i n i t i a l l y stress 
investment i n the above catagory, or a l t e r n a t i v e l y stress 
mainly investment In d i r e c t l y productive a c t i v i t i e s . Clearly, 
the above problem i s of extreme importance i n the case of 
Iraq, since investment i n i n f r a s t r u c t u r e a c t i v i t i e s absorbs 
today well over two thirds of t o t a l public investment i n 
I r a q . ' 5 0 ' 
Here i t must be stressed that the rate of economic 
growth w i l l depend mainly on the rate of c a p i t a l formation, 
but may be influenced considerably by the pattern of 
investment. Since public investment plays an important r o l e 
• ' •' ' 4 i i , • i i i 
(49) See Hirschman,A.O. "The Strategy of Economic Development" 
op. c i t . p . 86 fit p. 94, 
(50) See table 34. 
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In Iraq's economy today, i t becomes evident that the rate of 
economic growth may depend to a considerable extent on the 
basic decision involving the pattemcf public investment 
expenditure ( d i r e c t l y productive a c t i v i t i e s vs. i n f r a s t r u c t u r e 
investment). However, the r a p i d i t y of economic growth w i l l 
depend pr i m a r i l y on Investment i n d i r e c t l y productive 
a c t i v i t i e s ( a g r i c u l t u e and industry), since here the 
productive capacity of the economy i s increased d i r e c t l y i n 
the short-run. I n contrast, public investment i n 
infrastructure a c t i v i t i e s w i l l increase the productive capacity 
of the economy only i n en i n d i r e c t way, and w i l l usually 
require r e l a t i v e l y longer periods of time to assert i t s 
effects. While the basic aim of investment i n social and 
economic overheads is to induce a further expansion i n 
d i r e c t l y productive a c t i v i t i e s , i t may be stressed here that 
the concentration on the above catagory of investment, i n the 
i n i t i a l stages of growth, w i l l by no means always produce the 
(51) 
required expansion i n d i r e c t l y productive a c t i v i t i e s . 
(51) Hirschman stresses that the above problem i s basically 
a problem of choosing the most favourable sequence of investment 
(P.P.A. SOC or SOC D.P.A.), and not only a problem of 
choosing between alternative catagories of investment at one 
point of time, see Hirschman,A.O. "The Strategy of Economic 
Development" op.cit, p.93. 
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F i n a l l y , i t ia in t e r e s t i n g t o note that while the 
(52) 
Detailed Five-Years Plan i n I r a q , stressed investment i n 
d i r e c t l y productive a c t i v i t i e s and aimed a l i m i t i n g i n f r a -
structure investment only to v i t a l p r o j e c t s } 5 3 * t h e realized 
figures f o r the f i r s t three years of the above programme were 
hardly i n harmony with the planned figures. 
(52) While the above i s denoted by the term "plan" i n o f f i c i a l 
government documents, we have already stressed e a r l i e r that 
i t i s simply an ex-ante programme of public development 
expenditure only, and not a comprehensive economic plan as such. 
(53) See "Detailed Five-Years Plan 1961-62 - 1965-66) op.cit. 
' P. 67. 
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CHAPTER 5. 
SUMMARY AND CONCLUSIONS. 
While the process of economic growth depends on a 
multitude of variables, the rate of t o t a l c a p i t a l formation 
can be viewed as the main parameter influencing the growth 
rate of the economy. I t beomes evident that f i s c a l policy i n 
an underdeveloped economy, should be pri m a r i l y oriented 
towards increasing the rate of t o t a l c a p i t a l formation. 
Thus the a l l o c a t i o n of t o t a l economic resources between 
investment and immediate consumption, has been al l o t e d a 
r e l a t i v e l y higher weight than the other remaining objectives 
of f i s c a l policy i n I r a q i.e. income r e d i s t r i b u t i o n and 
short-term s t a b i l i t y . 
Considering the revenue aspect of f i s c a l policy i n I r a q , 
i t has been found that the size of government revenue ( as a 
% of G.N.P.) may be considered as quite adequate, since t h i s 
compares favourably with those of most developed economies 
today. However, we have found that i t i s the structure of 
government revenue i n I r a q , that poses the main problem on 
the revenue side of f i s c a l policy. The r e l a t i v e dominance 
of o i l r o y a l t i e s (as d i s t i n c t from ordinary tax receipts) 
was found to be the major feature of Iraq's revenue system. 
I t has been found that such an excessive dependence on o i l 
r o y a l t i e s has subjected the whole of the government's revenue 
and expenditure to fluctuations beyond i t s t o t a l c o n t r o l . 
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since o i l production and price movements are not subject 
to government control. Thus the increase i n the r e l a t i v e 
share of ordinary tax receipts out of t o t a l government revenue, 
can be viewed as the most urgent problem to be solved, when 
Considering the revenue structure of I r a q i n general. 
Moreover, the further s u b s t i t u t i o n of ordinary tax receipts 
f o r o i l r o y a l t i e s , w i l l enable the government i n Iraq to 
deal more e f f e c t i v e l y with the problem of income r e d i s t r i b u t i o n . 
Income r e d i s t r i b u t i o n can be dealt p a r t i a l l y w i t h , by adjusting 
the pattern of government expenditure i n Iraq. But i t 
becomes evident that taxation can s t i l l be viewed as a 
r e l a t i v e l y better tiseal tool f o r r e d i s t r i b u t i o n p o l i c y , 
since i t can affect the pattern of income d i s t r i b u t i o n not 
only by how the government spends the tax y i e l d s , but mainly by 
how i t raises a given amount of tax revenue. 
Considering income taxation, i t seems u n l i k e l y that any 
si g n i f i c a n t increases i n income tax yields may be achieved 
i n the near future, unless the present highly u n r e a l i s t i c 
level of personal allowances i s lowered t o a r e l a t i v e l y more 
r e a l i s t i c level ( i . e . mainly by considering the per capita 
income level i n Ir a q ) . Furthermore, the maintenance of the 
present high level of marginal rates, may not contribute as 
i t would be expected to the increase i n income tax yields, 
f o r i t would be more p r a c t i c a l and useful i f the present 
r e l a t i v e l y high marginal rates are lowered to a level which 
can be at least enforced e f f e c t i v e l y by the f i s c a l a u t h o r i t i e s . 
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The necessity for the increase i n income tax yields i n Ir a q 
( r e l a t i v e to t o t a l government revenue) should be viewed 
mainly i n terms cf i t s po t e n t i a l value as probably the most 
ef f e c t i v e f i s c a l instrument f o r the r e d i s t r i b u t i o n of income. 
The importance of the above becomes clearer i f we consider 
that the present tax structure i n Iraq i s b a s i c a l l y regressive 
i n nature. This i s so since i t has been found that the 
bulk of tax revenue i n Iraq i s s t i l l derived from indirect 
taxes. Thoae are levied mainly on commodities of mass 
consumption i.e. tobacco, f u e l , which one may assume t h e i r 
incidence to be f a i r l y regressive. However, the further 
development of death duties and real estate taxation may 
contribute i n adding an element of equity to the presently 
unequitable tax structure of Iraq. F i n a l l y , while the present 
incentive measures incorporated i n the present tax structure 
of Iraq may be viewed as adequate and J u s t i f i a b l e on a l l o c a t i v e 
grounds, t h e i r administration should be subjected to the 
rigorous and detailed scrutiny: of the f i s c a l a u t h o r i t i e s . 
For i f the strong l i n k between the act of investment and the 
f i s c a l incentive measure i s l o s t , the l a t t e r may only 
represent a net loss of revenue to the government. 
Considering government's expenditure p o l i c y , i t has 
been found that the pressure f o r increased public consumption 
has dominated government expenditure policy i n Iraq, 
especially a f t e r 1958. Government ordinary budget (current) 
expenditure, was increasingly replacing development 
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expenditure i n Iraq during the period under study. Such a 
trend i f allowed to continue, may have the most serious and 
detrimental effects on the course of economic growth i n 
Iraq, The government faces a clear choice here, that of 
allocating the bulk of i t s resources to satisfy current public 
consumption, or alternatively to allocate the bulk of i t s 
resources for further capital formation. I t is basically 
the above choice that primarily determines the government 
sector's contribution to the accelaration of the growth rate 
of the Iraqi economy. 
Taking ordinary budget expenditure f i r s t , i t has 
been found that the above consists mainly of purely 
administrative expenditure, which can hardly be described as 
encouraging to growth. Furthermore, i t has been found that 
the relative share of the catagory "economic expenditure" 
has declined considerably during the period under study. The 
necessity for increasing the growth content of the ordinary 
budget in Iraq (mainly by reducing "administrative expenditure" 
and increasing "economic expenditure") must be viewed mainly 
against the fact that ordinary budget expenditure absorbs a 
relatively high proportion of total government resources i n 
Iraq. However, the basic solution here must be the increase 
of the relative share of development expenditure i n Iraq, 
which could be achieved only through the decrease in the 
relative share of current government expenditure. 
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Considering development expenditure, one can not f a l l 
to see the increasing dominance of the catagory of 
11 infrastructure" investment over the categories of public 
investment i f e . industry and agriculture. While a certain 
minimum level of the above is necessary for the efficient 
functioning of the economy, i t i s extremely doubtful whether 
the primary stress on the above catagory of public investment, 
is the best way to accelarate the growth rate of the 
economy. For i t is investment i n directly productive a c t i v i t y 
i.e. industry, that w i l l contribute mainly to increasing the 
productive capacity of the economy i n the short-run. However, 
i t appears that the relatively strong bias towards 
infrastructure investment i n the development budgets of Iraq, 
has been mainly due to the increasing pressure on the 
government to provide for more basic services i.e. education 
and health. 
At any f a t e , the pattern of public investment allocation 
should ideally be determined i n accordance with a 
comprehensive economic plan for the whole economy. The 
contribution of f i s c a l policy to the acceleration of the 
rate of economic growth, would be further strengthened i f 
fisc a l policy and the economic plan were completely integrated. 
By complete integration we mean the making of the government 
budgets (especially the development budget) as a part of the 
economic plan. However, i t is regrettable to see that 
no comprehensive economic plan exists for Iraq, since a l l the 
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previous plans (including the present five year detailed 
plan) are in r e a l i t y nothing but an ex-ante statement of the 
development expenditures of the government sector i n Iraq. 
STATISTICAL APPENDIX 
table, l 
The National Income of .Iraq 1953*196?. 
(At Current and 1956 Constant Prices). 
At Current Prices* At Constant 1956 Prices. 
Tear I.JXm. % increase over 
preceding 
year. 
• 
I.D.m, 
- . 
% increase 
over preceding 
year. 
1953 244.0 262.8 m 
1954 284.0 16.4 322.6 22.8 
1955 289.3 1.9 299.0 •7.3 
1956 334.8 15.7 334.8 12.0 
195? 352.7 5.4 348.4 4.1 
1958 374.0 6.0 363.2 4.2 
1959 391.6 4.7 368.6 1.5 
1960 437.1 11.6 412.7 12.0 
1961 484.2 10.8 468.6 13.6 
1962 526.5 8.7 503.1 7.4 
2963 515.4 •2.1 489.5 •2.7 
Source j Haseeb,K. "The National Income of Iraq 1962 
and 1963" (mimeo.1964). Table 1, p.13. 
Table.2 154 
Per Capita National Income of Iraq 
(at 1956 constant prices), 1953-1963. 
Year N.t. at constant 1956 prices (I.D.m.) 
Popolat ion 
(000*s) 
Per-Capita 
Income 
% increase 
over preceding year. 
1953 262.8 5832 45.1 
1954 322.6 5945 54.3 20.4 
1955 299.0 6061 49.3 -9.2 
1956 334.8 6180 54.2 9.9 
1957 348.4 6301 55.3 2.0 
1958 363.2 6423 56.5 2.2 
1959 368.6 6548 56.3 -0.4 
1960 412.7 6675 61.8 9.8 
1961 468.6 6804 68.9 11.5 
1962 503.1 6936 72.5 5.2 
1963 489.5 7071 69.2 -4.6 
Scarce ; Haseeb, K. (mimeo) op.cit. Table 2, p.14, 
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Table 3 
National Income of Iraq 1953-1963 by (lectors (at constant 1956 prices) 
(I.D.m.) 
1953 1954 1955 1956 1957 195a 1959 r 1960 1961 1962 1963 
1. Agriculture, forestry and fishing. 85.70 113.32 60.40 ea.G7 116.51 69.16 66.48 76.25 96.90 113.35 00.41 
2. f i n i n g and quarrying »? 55.26 70.37 7U.33 79.21 54.31 39.33 103.53 118.50 123.34 124.38 143.32 
3. Manufacturing. 18.73 21. 37 24.59 2a. 93 29.84 31.70 38.41 47.52 51.29 57.C8 55.38 
4. Construction. 11.79 16.13 19.70 21.41 23.74 ?3.43 21.24 16.91 17.7? 14.73 14.3V 
5. F l e c t r i c i t y and vpter. 1.06 1.10 1.73 2.C7 2.50 2.67 2.01 3.46 3.91 4.85 4. 95 
6. Transport, communications and storage. 18.6? 19.14 20.6t; 22.92 23.52 23.33 24.43 29.67 33.82 35.16 i3.46 
7. vholesrle end r e t a i l trade. 18.61 23.04 21.94 26.11 28.1? 25.91 ^3.07 29.20 34.95 37.04 32.45 
3. Banking, incursnee and real estate. 3.26 5.11 5.41 6.1V 7.0 8.51 8.74 8.42 9.11 9.63 9.53 
9. One rah ip of dae-lings. 7.25 7.40 7.58 7.78 7.93 Q. 12 0.37 8.5ii 8,04 9.06. 9.31 
10. • ublic administration and defence. 22.68 23.93 27.68 28.12 29. 7C 34.40 4G.69 40.03 47.75 55.45 61.60 
11. Hervi ces. 19.81 21.32 22.43 £3.95 34.68 26,33 29.93 3£.©5 40.96 42.50 44.06 
N.N.P. at factor cost, 262.U2 332.63 298.9? 334.76 3-2©. 40 363.17 368.60 412.63 468.63 503.13 489,46 
* Adjusted for shares of foreign o i l companies in crude o i l extraction. 
Haseeb, K. (taioeo) o^.cit. Table 4, p. 16. 
TabU_i 
The Relative Shares of lectors In 
Irag*a N.Y. («t constant 1956 prices) 
urcTOR 1953 1963 
1. Agriculture, forestry, 
. and fishing. 
32.6 16.4 
2. f i n i n g and Quarrying. 21,0 29.4 
3. Manufacturing. 7.2 11.3 
4. Construction, 4.5 3.1 
5. Electricty and water 0.4 1,0 
6. Transport* cotmmnicat ions 
and storage. 7.1 6.8 
7.Wholesale and r e t a i l trade. 7.1 6.6 
8. Banking, Insurance and real 
estate. 1.2 1.9 
9. Ownership of dwellings 2.8 1.9 
10. Public administration and defence. 12.6 
11. Services 7*5 9.0 
100.* loos 
Source i Haseeb, K. (mlmeoh op.cit. Table 8, p.20. 
Table 5 
Index of Growth of Iraq's $.$J.P. by Sectors ( at constant 1956 prices) 
(1933 e 100) 
1953 1954 1955 1956 1957 1958 1959 196C 1961 1962 1963 rate of 
growth. 
1. Agriculture, forestry, end fishing. 100 133 30 103 136 104 70 ;9 112 132 94 - .6 
2. Mining and quarrying. 100 117 126 119 31 13i) 161 187 193 194 223 8.4 
3, 5.ianufecturing. 100 114 131 154 159 169 205 ; 254 274 3G5 296 11.5 
4, Construction. leo 137 167 132 201 199 180 143 151 125 127 2.4 
5. I l e c t r l c i t y and ^oter. 100 104 163 195 236 252 275 326 369 45a 467 16.7 
6. Transport, cotxtnuulcat ions, and 
storage 100 103 110 123 126 ' * 125 131 159 181 188 179 6.0 
7. Wholesale and r e t a i l trade 1C0 ' 124 118 140 151 ; 139 ;;'i2G • [ 157 1 138 : 199 174 5.7 
3. Panfein.'., insurance and real estate. . 100 197 166 190 215 261 • 263 253 279 295 292 11.3 
9. Ownership of dwellings 100 102 105 107 109 112 115 113 122 125 123 2.5 
10. i u b l i c administration end defence. 100 106 122 124 131 ! 152 179 176 211 244 272 10 5 
11. Services 100 102 113 121 125 134 151 172 207 215 222 a. 3 
ource , .. ; flaaeeb, K. (mimeo). op.cit. Txble 9# p*21 
Table 6 
The Relative Sharea of Major Sector* In IT&O'S 
«fY. for 1953 and 1963 (at Constant 19S6 Prices) 
Major Sector 1993 1963 
Primary Production. 53.1 45.0 
SecondaryProductIon* 19.? 22.2 
Tertiary Production. 22. a 32.0 
Totals. 100 100 
Source i Calculated on the basis of data from Haseeb.K, "The National Income of Iraq 1953*1901" op.clt. Table 5, p.20. and Ibid, (olmeo).op.clt. Table 8, p.20. 
Table 7 
The Contributions oi the Public and Private Sectors to N.Y. i n Iraq. 1953 and 1960, 
(I.D.m.) 
1 
s 
V 
1953 1960 
— 
i SECTOR. 
f 
\ 
Public 
Sector 
Private 
Sector. 
Totali r u b l i e Sector. 
Private 
Sector. 
Total. 
1 
; i . Agriculture, forestry and fishing. 0 70.61 70;61 0 96.52 96.52 
j2< f i n i n g and quarrying. .05 64.38 64.43 .04 105.59 105.63 
|3. Manufacturing. 2.16 16.32 18.48 7.76 41.02 48.78 
>4. Construction. 0 9.76 9.76 0 19.87 19.87 
5. Ele c t r i c i t y and water. .7© .50 1.20 2.66 0 2.66 
j&. Transport, eoraaunieat ions and 
j storage. 4.72 12.56 17.28 13.55 19.78 33.33 
|7. Whilesale and r e t a i l tr. de 
if 
.19 17.14 17.33 .82 30,78 31.60 
j8. Banking, insurance and real 
X estate. 
i 
2.73 0.44 3.17 6.61 1.97 8.58 
* 
|9. Ownership of dwellings 0 7.28 7,28 0 7,39 7.39 
'10. Public administration and defence. 10.29 0 18.29 45.71 0 45.71! 
111. Services. 
j 
6.84 [ 9,28 16.12 ' 22,57 14,49 37.06 j 
j N.N.P. at factor cost. 
: i 
35.68 | 208.27 
i ! 
243.95 99.72 
1 ' 
337.41 
• ' i 
437,13 | 
* In terms of values added. 
Source ; llaseeb, K (mimeo) op. c i t . Table 151 p. 25, 
Table 8 
The Relative Shares of the Public and Private Sectors i n Iraq's NY. 1953 and 1960. 
( At constant 1956 Prices.) 
I 1953 1960 
! 
i 
Public 
Sector 
Private 
Sector Total 
Vublic 
Sector 
i Private 
: Sector Total 
1. Agriculture, forestry and fishing. 0 i 100 100 0 : IOO i 100 
2. Mining and quarrying. 0 J 100 100 0 ; loo ! 100 
i 
3. Manufacturing 12 .18 100 16 1 S4 i too 
1 
14. Construction. 
0 100 100 0 100 i IOO 
5. E l e c t r i c i t y and water • 58 ; 42 100 100 1 o 100 
,|6. Transport, communications, and storage. 30 j 70 100 41 j 59 i 100 
•7. wholesale and r e t a i l trade 1 | 99 ioo 3 i 9 7 ' j . ico |8. Danking, insurance &nd real estate. 86 i 14 100 76 i 24 
i 
I 100' 
!9. Ownership of dwellings 0 ! loo 100 0 ' 10C 
1 
1 • 100 
j 
10. : ublic administration and defence. 
100 0 100 1C0 .1 o . 100 
11. Services 42 58 100 71 29 ! 100 
i 
Source t Calculated on the basis of data from i aseeb, K. op.cit. Table 12, p.26. 
Table 9 
The Aggregate Relative Shares of the Public 
and Private. .Sectors of, Iraq's foY^jfflEj and ,1960. 
SECTOR 1953 1960 
Public 14.7 22.3 
Private 85.3 77.7 
Total. 100% 100% 
Source t Calculated from table 7 
Table 10 
(1) 
The Absolute and Relative Size of the Government Sector in Iran 19S|fr»1963 • , w (l.P.to, ) 
(2) (3) (4) (5) (6) 
Year 
Source 
G.N.Y. at current prices 
1953 j 265 1954 307 
1955 316 
1956 363 
1957 384 
1953 406 
1959 424 
1960 470 
1961 521 
1962 565 
1963 553 
Total 
Government Revenue 
Col. < 3) as 
a % of Col. (2) 
Total 
Government Expenditure 
Calculated on the basis of data from: 
a) Haseeb. K. (njiroeo) op.cit. 
b) Central Bank of Iraq - Annual Reports 1953*1963. 
c) Government/Republic of Iraq - Ministry of Finance -
Directorate General of Public Accounts - Annual Reports 1953-1962. 
Col,(55 as a 
f,l of Col. (2) 
84 32& 62 23ft 
103 1 34f,a 
| 
75 24% 
114 3 6 < 89 287i 
111 31% 113 31f 
96 25ft 131 34& 
129 - 32T: ' 131 ' 321 
133 31% 151 36^ 
151 32£; • 162 
179 
3 * •' 
186 ' • 3C!:> 
165 188 j 33$ 
184 33ft 203 37?, 
Table 1 1 163 
The Absolute and Relative Shares of Factor Income a 
in Irao'a W.Y. 1953 and 1960 (at current prices) 
1953 1960 
FACTOR (I.D.m. ) % I.D.m.) % 
Wages and.Salaries 54*2 31.3 137.2 40.4 
Rent 12.7 7.3 17.0 5 
Interest 2* 9 1.6 3.5 1 
Profits 103.6 59.0 102.8 53.6 
Total 173.3 100 340.6 100 
* Excluding agricultural income. 
Source t Haseeb, K. (almeo) op.cit. Table 12, p.23. 
Table 12 
Fenelon's Estimates of the National Income and Expenditure of Iraq 
1950-1V56 (at current prices) 
(I.D.m.) 
) ' " M M , ,, ! I , | 
i 1950 ; 1951 , 1952 1953 i 1954 j 1955 f • ! 1956 ; 
1. Private Consumption Expenditure , 137 157 162 ; 167 I 178 I 189 I ' ! 199 j 1 2. Government Consumption Expenditure! 28 | 30 I 38 1 
f 
s i j 57 ! 62 68 j 
1 3, Gross Pomestic Fixed Capital 1 
j Formation. J 17 2i i 
t 
34 ! 
f 
i 
46 1 43 
i 
67 89 ! 
1 4. Increase in Stocks. i i 1 1 1 -. 2 ; -1 i 4 5 ; 
! 5, Net Exports of Goods and Services.\ 14 i 12 . 54 j 79 i 96 j 8G 46 ! 
; 6. . Expenditure on G.P.P* j 197 221 289 ; '345 i 
t 
373 j 402 j 407 I 
j 7. Net Factor Income From Abroad, 1 -15 -11 » -42 * i 
t 
: -53 { -67 j -71 • •38 j 
210 247 i 292 ! 306 | 331 349 j 
! 9.Provision for Consumption of j 1 fixed Capital. 1 -9 
i 
-10 -13 j 
• - * 
- i s .; • 16 
! ! 
, -17 " J -18 j 
: 10. Indirect Taxes less Subsidies 1 -15 -16 j -17 ; - i s 1 i ; -22 j -25 ! -20 ; 
NATIONAL INCCME " ' • ! 158 184 ! 217 259 268 I 289 i 303 1 
Source BeneIon, K.G. "IRAC, National Income and ixpenditure 1950-1956" 
(Al-Eabita Press - Baghdad, 1958). Table 3, p.14. 
Table 1 3 
F«nelon«8 Eattaatea of Irao'a N,Y1 1950*1956 
{at constant 1950 »nd 1956 pricea) 
(S.D.m.) 
1950 1951 1952 1953 1954 1955 1956 
N.T.at 1956 
constant p r i c e * ; 169 179 199 276 291 307 ; 303 
; N.V.at 1930 j 
constant prices. . 158 172 190 267 282 298 291 
Source s FaneIon. K.G. op.cit. Table 4," p. 17. 
Table 14 
Magiakin'a Estimates of XBJ!0*8.-N.Y. 1956-1960 ( a t curr e n t p r i c e s ) 
(I.D.m.) 
< sic/mx 
t 
1956 • 195? 
( 
| 1958 1959 1 M° ; 
j 1. I n d u s t r y ( e x c l u d i n g o i l ) 21.3 j 24.5 
1 
| 22.1 : 27.4 
; . t 
34.0 
j 2. O i l In d u s t r y ( p r o d u c t i o n and 
» r e f i n i n g ) 151.7 
! 
! 
j 110.9 
j 
j 176.2 
[ 
'! 190.5 
i j 
j 203.2 \ 
j 3, Construction. [ 14.4 13.1 i 12.7 ; 17.0 !• 20.5. [ 
j 107.3 \ 4. A g r i c u l t u r e and Livestock. 75.9 j 94.9 J 82,5 ; 96.1 
i 5. Load Transport* 11.0 ! 12.5 | 11.3 
; 19.3 
j 14.9 
i 6. Trade and J u b l i c Food ! stablishmewta 18.8 | 21.9 i 22.2 t t 
' j 3,7 j 4.1 ; ] 7. Other Branches of M a t e r i a l j Production Sphere. ; 2.9 
! 
\ 
j 2* 8 
S 
| 3.2 
G.N.Y produced by m a t e r i a l 
j production sectors. ' 296 
1 
I 280.6 
• 
f 
j327.3 1 371.8 
1 
1 413,2 \ 
j N.Y. of I r a q , acquired by f o r e i g n 
! o i l companies i 2U.9 
1 
i 48.9 
V 
1 79.9 
K 
! 86.6 92.0 J 
J N.N.Y. of I r a q . 227.1 | 231.7 !247.4 ; 285.2 321.3 
i 
Services 64.6 j 06.3 ; 94.6 109.7 
! N.N.Y. ( i n c l u d i n g s e r v i c e s ) 291.7 1 j 298.0 • 31^.6 i 379.8 i 431.0 
fpuree Waniakin, V. " I n t r o d u c t i o n t o National Accounting I n I r a q f o r 1956-1960" 
(roimeo - Baghdad, 1964.). Table 1, p.11. 
Table 15 
167 
Maniakin'a Fettmatea of Irao'c N.Y. 1956-1960 
(at constant 1956 prices) 
(I.D.m.) 
TEAR 1956 1957 1958 1959 1960 
N.T. at 1956 conetant prices.291.7 390.1 317.8 373.3 422.1 
H I Hi " II • ' II ' • ! ' I l Ill I I I ! I l - H • • • 
Source » Maniafeia, V. op.cit. Table 2, p. 12. 
n Table 16 
Comparison of the Various Estimates of Iraq*s N .Y.. 1950-1963 
(I.D.m. ) 
JPene Ion's Estimates !vlaniakin'8 Fatiiuates Ilasccb* s l stimateo 
Year Current 
Prices 
Constant 
1956 
p r i c e s . ' 
Current 
Prices 
Constant 
1956 
p r i c e s 
Current 
Prices 
Cons tant 
' 1956 
p r i c e s . | 
i . i, * 
1950 158 165 \ m m ! • " i 
1951 184 179 - m - l - ; 
1952 217 199 | - m - ! - ; 
1953 259 276 '• o i 243.9 
| 284.0 
j . 262.8 | 
1954 268 291 ' 1 32?.6 ! 
1955 289 •; 307 - , 289.3 j 299.0 j 
, 1936 . 1 303 ; 303 ! 291.7 291.7 334.8 ! 334.8 J 
1957 m i 
i 
298.0 290.1 352.7 { 348.4 | 
1958 1 
t 
- 318.6 317.8 374.0 | 363'2 | 
1959 t i 
i 
" j 379.8 373.3 ; 391.6 , 368.6 ! 
1960 a* 431.0 422.1 
t 
437.1 j 412.7 ; 
1961 i m ! - 1 484.2 ! 468.6 \ 
1962 - *> t m 526.5 i 503.1 j 
1963 m 
i 
e» 515.4 j 489.5 j 
1 1 
Source Tables 1. 12,13,14 and 15. 
Table *7 
1 
The Slae and S t r u c t u r e of (^vernment ilevenue i n I r a q 1953-1963 
(ooo's I.D.) 
(1) (2) (3) (4) (5) (6) (7) 
Year a. N.Y. 
( c u r r e n t 
p r i c e s ) 
I 
T o t a l Tax 
Revenue 
i 
_ 
.\on-Tax 
Hevenue 
C i l 
Revenue 
; 
; 
T o t a l 
Government 
Revenue 
Col.(6) as 
a « of Col. 
(2) 
t : 
| 1953 
i 
265320 24941 7736 
; 
51337 84014 32 1 
I 1954 306710 27824 7195 68371 ; 203390 34 • 
1955 315520 3C614 j 9391 73743 ' 1137G0 36 
1956 363410 31231 1 10830 68859 I 11092C 31 1 
f 1957 f 383660 35605 f" 1149r 415920 \ 96016 25 • I 
{ 
; 1958 406250 34737 14768 79876 | 129381 32 ( 
• 1959 423890 ' 34181 12244 86650 133075 31 1 
' 1960 470030 41236 14781 95092 1 151159 32 i 
t 
1961 5Z086U 44718 17831 116200 178749 34 i i \ 1962 564550 46010 20207 98900 ? 
f 
163117 29 
I 1963 
i 
552590 47100 22473 f 114500 184073 33 
x a 32 
Bource t Calculated on the basis of data from: 
(a) Ilaseeb.K. (mimeo) o p . c i t . 
(b) C e n t r a l Bank of I r a q • Annual Heports • 1953-1963. 
( c ) Government/Republic of IMQ - M i n i s t r y of Finance -
D i r e c t o r a t e General of Pu b l i c /^  counts - Annual Ro^orts 1953-1962. 
(d) Government/Republic of I r a q - Annual s t a t i s t i c a l Abstracts 1953-1963 
Table l a 
Year 
The R e l a t i v e C o n t r i b u t i o n s o f Major Revenue Items i n h o b i l i z i n p 
Resources f o r the use of the. Government Hector i n Iran, 19S3-1963fi 
(2) (3) (4) (5) (6) (7) 
G.N.Y. 
( c u r r e n t p r i c e s ) 
(ooo'e I.D.) 
T o t a l 
Government 
Revenue 
(ooo's I.P.) 
Col.13) cs 
a f of Col.(2) 
< T o t a l o i l 
Revenue 
(ooo's I.L.) 
iii) 
Col.(5) as 
a 0 of 
Col. i£) 
X= 20 
T o t a l Tax 
and other 
Ecvenue 
(ooo's I.lX ) 
Col.(7) as 
a U of Col (2) 
1953 
1954 
19 5 5 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
265320 
306710 
315520 
363410 
383660 
406250 
423B90 
470C30 
520360 
564550 
552590 
84014 
103390 
113708 
110920 
96016 
129381 
133075 
151159 
17^749 
165117 
164073 
32 
34 
36 
31 
25 
32 
31 
32 
34 
29 
33 
X* 32 
51337 
68371 
73743 
6S859 
48920 
79876 
86650 
95092 
116200 
93900 
U4500 
32677 13 
35019 12 
39965 13 
42061 15 
48096 12 
495C5 12 
46425 10 
56067 12 
62549 12 
66217 11 
69573 12 
\ 7i S 12 
ource Calculated on the basis of data from: 
a) Government/Republic of I r a q - M i n i s t r y o f Linance - d i r e c t o r a t e General of P u b l i c 
Accounts - Annual Reports 1953-1962 
b) Government/Republic of I r a q - Annual S t a t i s t i c a l Abstracts 1953-1963 
c) llaseeb, K. (roimeo) o p . c i t . 
Table 19 
The R e l a t i v e Importance of the Major Categories of Government Revenue i n I r a t j 1953-1963 
(1) 
1 
(2) (3) (4) (5) (6) 
! Year 
i i 
1 
1 T o t a l ; 
I Government 
S Revenue ! 
(ooo's I.D.) 
-
i i 
Tax j 
Revenue j 
«s a *i> j 
of Col. (2) ! 
i 
Hon-Tax 
Revenue 
as a 
p of Gol.(,') 
O i l 
Revenue 
as a f;T. 
of Col(2) 
• * 
Cols.(4) 
(5) as a 
Col (2) 
1 
? ud ' | 
V of ! 
i 
1 
j m \ 
j . 1 
i 84014 
j 
30 9 61 
; f 70 
» 
J 195^ | 103390 27 
1 
7 66 73 
! 113708 27 8 ! 65 73 
| 1 9 5 6 j 110920 28 10 62 72 
! 1987 | 96016 38 11 51 62 i 
1 1958 ! 129381 27 12 61 73 
, 1959 ! 133075 26 9 65 74 
J 1960 ! 115159 27 10 63 73 
1 1961 I 178749 25 10 65 75 
j 1962 \ 165117 ' 28 12 
• 
60 72 • f 
| 1963 j 184073 26 12 62 74 
• x = 28 x * 10 1 x = 6^ x s 72 
Source : Calculated on the basis of data from: 
a) Government/Republic of I«aq - M i n i s t r y of Finance - d i r e c t o r a t e Ccneral 
of P u b l i c Accounts - Annual Reports 1953-1962, 
b) Central Cank of I r a q - Annual Reports - 19S3-1963-
c) Government/Republic of I t a q - Annual s t a t i s t i c a l A b stracts, 
Table 20 
F l e x i b i l i t y of the Tax s t r u c t u r e i n Irac? 1953-1963. 
Year G.N.P.(t) 
(m. I.D. ) 
f« Change 
over 
previous 
<ii, -A Y 
T o t a l Tax 
Revenue^2) 
(m.I.D.) 
ft Change 1 
over previous j 
year % T 
Index of 
F l e x i b i l i t y 
Col.(5) i C o l .(3) 
1953 207 - 25 -
1954 239 15%, 28 .8 
1955 245 ' 3& 31 '. in • 3.66 
1956 298 22% 31 w> 0 
195? 338 13ft. 36 16r^ 1.23 
1958 328 -3% 35 -3ft 1.0 
1959 338 •'3$ 34 -3£ -1.0 
1960 375 - l i f t 41 217. 1.91 
1961 427 14',!. 45 11?, .79 
1962 471 • im 46 2ft .2 
1963 
i 
i 
445 -6^ 
• 
47 2& -.33 
1 t c .8 
(1) Excluding o i l sector. 
(2) Excluding o i l r o y a l t i e s . 
Source - Calculated on the basis of data from. 
a) Haseeb.K. (mimeo) o p . c i t . Table 5, p.17. 
b) Govt./Rep. of I r a q - M i n i s t r y of Finance - D i r e c t o r a t e General 
of P u b l i c Accounts - Annual Reports 1953-1963. 
Table 2* 
(1) 
Year 
TLe R e l a t i v e C o n t r i b u t i o n of Major Taxes t o T o t a l Tax Revenue i n I r a q . 1953-1963. 
(2) (3) (4) (5) (6) (7) <&) 
T o t a l Tax 
Revenue 
Income Tax 
Receipts as 
a '; of C o l ( 2 ) 
Estate 
Tax 
Receipte 
as a. % of 
Col, ( 2 ) 
Death 
Duties 
r e c e i p t s 
as a ^ 
of Co. ( 2 ) 
Import 
Taxes 
r e c e i p t s 
as a f'j 
of Col ( 2 ) 
Excise 
Taxes 1 
r e c e i p t s 
as a 
of Col. (2f;-
A g r i e u l t u r a l 
Tax r e c e i p t s 
as a ^ of 
Col. ( 2 ) 
( 9 ) 
Totals, 
1953 
1954 
19 5 
1956 
1957 
1953 
1959 
1960 
1961 
1962 
1963 
34941 8 4 ' I - 60 16 12 ' 100 
27824 7 ' 4 m 61 i 1? 11 100 
30614 3 62 • 19 10 ' 100 
31231 3 m 62 19 6 ; 100 
35605 • • - 59 22 | 100 
34734 j U | 3 - 54 26 i 6 | 100 
34181 . 1 2 3 i o ! 57 1 ' 22 1 ' 6 r • . IOO 
41286 ! 1 0 1 2 ; 59 19 \ & 1 ico 
44718 ' 1 1 4 i 1 
i 
53 29 2 ; 100 
46010 15 4 \ a 
t 
50 j 27 < • 2 .100 
47100 1 15 4 ; 2 • j 54 i 23 2 iv 100 
i x =10T X e 4 T X a l ( ; e ; x s57^ '• • x =21^ ' x =7% t t 
Source ; Calculated on the basis of data from: 
a) Government/Republic of I r a q - M i n i s t r y of Finance-Directorate General o f F u b l i c Accounts 
- Annual Reports 1953-1962. 
b) Government/Republic of I r a q - Annual S t a t i s t i c a l Abstracts 1953-1963. 
Table 22 
INCOME Tax Payable by Claas of Taxpayers i n I r a q 1953*1963. 
Number of Taxpayers Tax Y i e l d s R e l a t i v e C o n t r i b u t i o n To T o t a l Income Tax 
Y i e l d . * 
Year I n d i v i d u a l Companies T o t a l I n d i v i d u a l Conpanes T o t a l I n d i v i d u a l Companies, 
1953 
1954 
1955 
1956 
1957 
4958 
1959 
1960 
1961 
1962 
1963 
24319 
25914 
23755 
31174 
35606 
41495 
44037 
34031 
n. a. 
35298 
37783 
195 
729 
382 
1003 
1034 
1156 
1214 
509 
n.a. 
532 
547 
24514 
26643 
24137 
32177 
36640 
42651 
46051 
34590 
n. a. 
35830 
38330 
1199280 
1244757 
2478056 
1571507 
2319566 
2632964 
2289285 
2565633 
n.a. 
3014366 
3522998 
979337 
100113 
1070699 
1558765 
1X92455 
1191256 
1566738 
2380327 
n. a. 
3915357 
4497867 
2178617 
2245370 
3548755 
3130272 
3512021 
3824220 
3354023 
4945960 
n.a. 
6929723 
8020365 
55k 
55£ 
70=J 
50V: 
45T; 
48% 
59V; 
52ft 
n.a. 
43& 
44V 
source 
* The percentages above are rounded 
Compiled from. Government/Republic of 
to the nearest whole f i g u r e . 
I r a q - Annual i t a t i s t i c a l Abstracts 1953-1963. 
45?. 
45% 
3CV-
50V. 
55^ 
52t; 
4 lev 
48% 
n« a. 
576\ 
56<> 
Table 23 
Personal Income Tax Ratea In Irao, 
Taxable Income Bracket. Tax Rate 
(I.D.) 
tJp to S00 s 
500*1000 " i .' * 
1000*2000 10 
2000*3000 15 
3000*4000 : -6 
4000-5000 25 
5000-6000 30 
6000-7*99 1 35 
7000*8000 40 
8000-9000 45 
9000-10000 50 
10000-11000 55 
11000-12000 60 
12000*13000 65 
13000-14000 70 
14000*15000 75 
15000-20000 80 
Over 20000 90 
* Over the minimum exemption l i m i t . 
Source: Republic of Iraq - Income Tax Law 
No.93(1959)-Sect ion 13, (as amended 
by laws. No. 17841959).No.44(1960), 
No. 11(1961), No.18(1963),No.113(1963), 
and No.129(1964). 
Table z « 
Company Tax Rates i n I r a q . 
(a) 
J o i n t Stock Companies 
( I n d u s t r i a l ) 
Taxable Income, 
(I.D.) 
Tax Rate 
f 
0-1000 10 
1000-3000 15 
f 
3000-3000 20 
5000-7800 5 25 
700C-9000 30 
9000-11000 i .35 
11GCG-13000 40 
over 13000 \ 45 
t 
'(c) 
(Non-Indus t r i a l ) 
Source ; Republic o l I r a q -
Income Tax Law No. 95 
(1959) (as amended) 
op.cit.Section.13. 
Taxable Income 
<!.!>.) 
Tax Rate 
% 
0-1000 
1000-2000 
2000-3000 
3000-4000 
4000-5000 
505,0-6000 
6000-7000 
7000-8000 
rwoi- 8000 
10 
15 
20 
25 
30 
35 
40 
45 
ftfl 
<b) 
l i m i t e d L i a b i l i t y Companies. 
• ( i n d u s t r i a l ) 
Taxable Income 
(I,D.) 
Tax Rate 
0-1000 
10t<C-3GCO 
3000-5000 
5000-70C0 
7000-9000 
90C0-11OC0 
11000-13000 
13000-15000 
over 150*>0 
10 
15 
20 
25 
30 
35 
40 
45 
50 
id) 
( ^ o n - I n d u s t r i a l ) 
Taxable Income 
( I . E . ) 
Tax Kate 
0-1000 
1060-2000 
2000-3000 
3000-4000 
40.0-5000 
5ooo-6oeo 
6000-7000 
7060-8000 
8000-9000 
9000-100C0 
over 10000 
10 
15 
20 
25 
30 
35 
40 
45 
50 
55 
60 
Table 2 3 17? 
Legacy Tax Rates in Irap. 
Value of Legacy 
(I.D.) 
Tax Rate 
0-10000 
10000-20000 
20000-40000 
40000-60000 
60000-80000 
80000-100000 
over 100000 
Exempted 
10% 
20% 
30% 
40% 
507» 
60*o 
Source Republic of Iraq - Legacy and Inheritance 
Tax Law No.157(1939) (as amended by 
Lav No.130(1964).) 
Table 26 
Real Egtate Tax Rates i n Iraq. 
Rental Income Tax Rate 
U*D«) % 
1000-2000* 2% 
2000-3000 4f» ' 
3000-4000 6% 
4000-6000 8fe 
6000-8000 " 10% 
8000-10000 12% 
over 10000 
tRental Income up to 1000 I.D, per annum i s 
subject to a f l a t tax rate of 10%. 
Source t Republic of Iraq - Real Estate 
Tax Law No.162(1959) fas amended by 
law No. 16(1961) J. 
Table 27 
The R e l a t i v e C o n t r i b u t i o n s of D i r e c t And I n d i r e c t Taxation t o T o t a l 
( 1 ) ( 2 ) (3) Tax Revenue I r a n 1953-1963. (5) (6) 
1 
Year T o t a l Tax D i r e c t Tax \ Col.(3) as a 
i ; • 
j I n d i r e c t Tax j Col.(5) as a i Revenue j Revenue j T of C o U ( 2 ) Revenue f , of Col. ( 2 ) • 
! (ooo's I.D.) ! (ooo's I.D.) i f 
j (ooo's I.D.) t 
i 
\ 
1953 24941 3057 j 21884 88fc t 
< 
1954 27824 ! 3145 j 11% j ?4679 ' " j 89! r 1 
19i>5 30614 3084 •j 10C- ' 27530 | 90, i 
1956 31231 • 3690 12^ ! 27541 I 
i i 
88- « i 195? 35605 3952 | ' i i ' ! 31653 391 , 
1938 34737 4953 1 29784 i 86. i 
1959 34181 • 5161 15V i 29020 « 85V 
1960 41286 ' 6643 i 16^ j 34643 j 84v;; » 
1961 j 44718 : 7759 17% • 1 36959 ;- 03v i < 
1962 i 46010 1044? '•• • 231s " ; 35563 ! 77£ | 
1963 • 47100 10920 i t 
36180 77V; i 
x s 15$, x e 85V, 
* 
f 
j 
?ource Ca l c u l a t e d on the basis of data from: 
a) Government/Republic of I r a q - M i n i s t r y of Finance 
- D i r e c t o r a t e General of P u b l i c Accounts - Annual Reports 1953*1962. 
b) Government/Republic of I r a q - Annual S t a t i s t i c a l Abstract 1963. 
Table 28 
(2) 
T o t a l and Per Capita Government Expenditure i n I r a q 1953-1963 
(3) (4) (5) (6) 
Year < G.N. P. 
! (c u r r e n t 
|. p r i c e s ) 
: (000*0 i.P.) 
Population 
(ooo's) 
T o t a l 
Government 
Expenditure 
(ooo'sJ.D.) 
Per Capita 
Government 
Expenditure 
Col.(4) -Col.(3) 
(I.D.) 
Siae of 
Government 
Sector 
Col.(4) -Col.(2) 
1933 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
265320 
306710 
315520 
363410 
383660 
4C6250 
423690 
470030 
520860 
564550 
552590 
5832 
5945 
6061 
6180 
6301 
6423 
6548 
6675 
6804 
6936 
7071 
62414 
74666 
89304 
113317 
131236 
131422 
151067 
161851 
136106 
187697 
20328G 
10 
12.5 
14.8 
18.8 
21.8 
21.8 
21.6 
23.1 
26.6 
26.9 
29.0 
23V) 
24V-
28& 
.31S< 
34' . 
32V 
36V. 
34!V 
36V1 
33\V 
3-7* 
x * 32; 
Sources 
Calculated on the basis of data from: 
a) HasccbjK,(mimeo). o p . c i t . 
b) C e n t r a l Bank of I r a q - Annual Reports 1933-1963 -
c) Government/Republic of I r a q • M i n i s t r y of Finance 
- D i r e c t o r a t e General of P u b l i c Accounts - Annual Reports 1953-1962. 
Table 29 
I n d t c i c s of Growth of T o t a l and Per Capita Government fx?>enditure i n I r a q 1933*1963 
1953 « 100 
(1) 
Year 
(2) (3) 
T o t a l 
Government 
Expenditure 
(ooo 4 t.D.) 
Index of 
Growth of 
(2) 
Per Capita 
Government 
Expenditure 
<!.£>,) 
(S) 
Index of 
Growth of 
(4) 
1953 i ' 62414 100 10 100 1 
1954 ! 74666 121 12.5 125 \ 
1955 j 89304 127 14.6 148 i 
1956 j 113317 182 18.8 188 i i 195? 131236 
• 
211 21.8 218 t 
1958 i 131422 211 21.8 218 
195$ | 151067 244 21.6 216 i 
1960 161851 261 23.1 231 i '" i 
t 1961 I 186106 300 26.6 266 i 
1962 ! 187697 303 26.9 269 j 
1963 326 | 29.0 290 i 
Source Ca l c u l a t e d from t a b l e 28 
Table 30 182 
The R e l a t i v e D i s t r i b u t i o n of T o t a l Government Expenditure 
i n I r a q , Between Ordinary Dudnet and Development Budget 1953*1963. 
( l ) (2) (3) (4) is) (6) 
t 
r 
f 
Year T o t a l 
Government 
Expenditure 
! (ooo's I.D.) 
i 
? Ordinary Budget 
< Expenditure 
j (ooo's I.D.) 
! 
1. 
! 
I 
i 
Col.(3) as a 
?; Of Col. (2) 
Development 
Budget 
Expenditure 
(ooo'e l.D.) 
Col.(5) as a 
i of Col.(2) 
< 
j r ~ 
i 
i 
t 
1953 
i 
j 62414 
i 
1 5015? 
>i i 
I i 01 f ! 12257 19? 
1954 | 74666 j 63789 j 72^ j 20860 28 i 
i 
i 
19 5 j 89304 j. 55279 j 62t j 34025 I 38T, i ! i 1956 5 113317 j 70276 t 62Sb ! 43041 33? 
-1 
i 
195? ; 131236 j 73821 i . i 56T. ' ! 57415 44f; 
t 1953 j 131422 ! 79207 
i 
i 
i ' 
i 
\ 
60fj 1 52215 40". 1 j . 1959 | 151067 I 10016? 66% i 49900. • 34: 1 * 
i 1960 ! 161051 i M4286 \ 70ft • ! 47565 30^ 
i 
i 1961 [ 186106 
\ 119188 \ 
1 
64~o ; 66910 36\ » 
1962 j 187697 J 128401 1 ! 68= j ' 59297 • 32!'. • 
t 
1963 303280 149025 
- ! 
1 
i 
?3£: 
x «67& 
; 54255 
i I 
. 27, 
x «33*. 
i 
Source. , : Calculated on the basis of data from: 
a) Government/Republic of I r a q - Annual S t a t i s t i c a l .Abstracts 1953*1963. 
b) C e n t r a l Bank of I r a q - Annual Reports 1953-1963 and q u a r t e r l y B u l l e t i n s 1963*1965. 
Table 31 183 
The R e s t i v e F u n c t i o n a l ftietribution of Government 
(Ordinary Budget) Expenditure i n I r a q 1953-1963) 
X x N
N ^ Y e a r 
F u n c t i o n a l X 
Expenditure ae a p r o p o r t i o n of o r d i n a r y budget expenditure. 
' Category. 
N 11^3 i 1954 1955 1956 1957 1958 1959 1960 ; 1961 1962 1963 
; I . A d m i n i s t r a t i v e 
; expend i t we. 
i 
11. S o c i a l 
| expenditure 
! I I I . Economic 
expenditure 
t 
T o t a l . 
j 72.1 72.5 74.7 71.7 179.2 I 75.3 j 64.4 ( 64,1 I 63.3 j 62.8 j 64.5; x B70^ 
i 
i 11.3 13.1 -14.2 1 12.9 { 12.9 j 13.6 j 21.5 j 22,7 j 25.4 f 26.7 26.5; x ••18& ; 
16.6 1 14.4 11,1 : 15.4 
100 ! 100 100 100 
7.9 
100 
11.1 ; 14,1 i 13.2 I 11.3 ! 10.5 j 9,0 j x »12E 
100 100 100 100 ' 100 ' 100 100 
Source t C alculated on the basis of data from: 
a) Government/Republic of I r a q - M i n i s t r y of Finance • d i r e c t o r a t e General 
of P u b l i c Accounts • Annual Reports, 1953-1962. 
b) Government/Republic of I r a q - Annual s t a t i s t i c a l Abatrccte - 1953-1963, 
c) C e n t r a l Bank of I r a q - Q u a r t e r l y Bulletin,Wo.54, A p r i l - J u n e 1965. 
T f tble 32 
The R e l a t i v e D i s t r i b u t i o n o f Government ( o r d i n a r y budget) 
Expenditure i n I r a q by Major Kconomlc Categories 1953,-1963. 
Year 
\ 
Economic \.„ 
Category 
Expenditure as a p r o p o r t i o n of or d i n a r y budget expenditure. 
x | 1953 ! 1954 1955 ! 1956 * 1957 > 1953 1959 \ 1960 1961 j 1962 
X i ' ; i i • | • ' ! I 
1963 
I . F i n a l Outlay 
a, Wages and 
Salaries 
b, Goods: and 
Services 
T o t a l U ) 
I I . T ransfer 
Payments 
e . I n t e r e s t 
payments 
d. Grants t o 
provinces 
e. Other grants. 
T o t a l (IX) 
GRAND TOTAf. 
33.8 
45.2 
79.0 
.3 
11.6 
9.1 
21 
! 100 
36.9 ! 40.4 j 39.9 i 43.2 
41.4 
78.3 
.4 
14 
7.3 
100 
38.7 
79.1 
43*8 
83.7 
,3 
14.7 
5.9 
! 21.7 1 20.9 
100 
.3 
i 
I 14.1. 
I 16.3 
! 100 
36.5 
79.7 
1.5 
15.8 
3.0 
47.4 
32.1 
79.5 
53.2 53.3 
31.2 
84. 4 
.1 .4 
17.6 I 8.5 
2.8 6.7 
20.3 j 20.5 I' 15.6 
100 100 I 100 
34.0 
87.3 
.7 
16.1 
i 12.7 
: 100 
! 58.1 
30.6 
I .8 
i 
! 
6.4 
( 4 . 1 
11.3 
; 100 
55.7 
30.4 
88.7 06.1 
n. a. 
n. a. 
n.a. 
13.9 
100 
52.1 
31.9 
84.0 
n. a-. 
n. a. 
n.a. • 
16.0 
100 
Source : Calculated on the basis of data from: 
a) C e n t r a l Bank of I r a q - .Annual Report 1963, t a b l e 40, p.201. 
b) Al-Saaegh,H.R. "A Survey of Government Accounting Met hods" ( I r 
A l - I k t i s a d i - Q u a r t e r l y Journal of the I r a q i Economists A s s o c i a t i o n -
:io.3.-Yca* 5 - Nov. 1964 ( I n Arabic) ).pp. 78-79. 
c) Government/Republic of I r a q - M i n i s t r y of Finance - D i r e c t o r a t e General of Public 
Accounts • Annual Reports 1953-1962, 
Table 3 3 
Actual Revenue and Expenditure of Iraq's development Loard 1951-1*?S8 
(OGO's I.D.) 
Year Revenue J Expenditure Annual urplue 
or D e f i c i t 
Accumulated 
Surplus or 
D e f i c i t . 
19S1 746? ! 3131 
j ' 
+ 4336 I + 4336 
1952 1 23999 j 12838 + 11161 • 15519 
1953 35278 
f 
{ 12257 • 23021 38540 
1954 40728 ! 20363 • 19360 58400 
1955 \ 60762 i i 24025 
• 
• 26737 4- 85137 
1956 51125 j 43041 + 8084 93221 
1957 1 3587$ i 57415 : 21542 71679 
1953 61741 52215 9526 81205 
Source : Central Dank of I r a q - Q u a r t e r l y B u l l e t i n 
j | 0 > 5 4 > A p r i l - J u n e 1965 - Table ( 2 8 ) , p. 45. 
Tabje34 
Actual Development Budgets Expenditures by Major Sectors i n Ire.cj 1953-lft63 -
f • t i < 
[ Year 
i A g r i c u l t u r e I n d u s t r y \ t Transport and Communicati ona Housing and Bui1dines T o t a l s i i 
1 ' 
j Expenditure Expenditure t 
t \ 
Expenditure > e ? , • Expenditure • Expenditure > 
 i \ (I,D.m.> • 
i • ' , , 
(l.D.m.) r 
i 
(I.D.m.) 
• 
i 
i 
(I.D.m.) < • 
• 
(.I.D.m.) % • 
1 , 1953 | 7.1 [58.1 .5 i 3.8 i 1.9 i 
15.6 i 2.8 22.5 12.3 100 
I 
1954 i i i . 6 
1 
1 55.3 
t 
2.0 9.8 J 4.3 20.5 I 3.0 ; 14.4' 20.9 1 100 ft 
1955 11.6 1 34.0 9 8.5 8.4 24.8 ! 11.1 32.7 32.0 f 
j 
100 '(' 
| 1956 !' 12.3 j 28.6 5.0 11.7 1 9.2 21.3 ; 16.5 i 38.4 43.0 j 100 1 > 
! 1957 | 13.2 j 23.0 8.6 15.0 } 12.4 21.6 5" i 1 40.4 ' . 57.4 j 
100 i 
1 1958 j 12.6 | 24.^ 2 ! 11.9 22. / ( 7,9 15.1 j 19.9 • 38.0 
j 
52.2 } 100 I
\ 
I 1959 [ 10.3 1 20.7 ; 4.8 9.7 j 12.6 25.2 j 22.2 |44.4 49.9 j 100 ! ^ 
1960 i 10.8 
i 9.7 
| 22.7 ! 5.7 12.1 ! 7.9 16.6 ; 23.1 i 48.6 47.5 j 100 > i 
1961 t l 4 . 5 ! 7.1 10.6 j 14.1 2 i . 2 ; 35.9 ! 53,7 66.9 ! 100 n 
1962 6.3 1 11.6 ! 10.3 9,9 | 15.8 20.8 ! 26.9 |57.7 59.3 | 100 1 
1963 4.5 | 8-3 
: X*27% 
j 9.5 
t 
12.8 * 
XSUTJ j 
18.3 33,7; 
i 
22.0 | 45.2 
i 
, x*39^ 
54.3 ; 100 t c i 
Source ; C e n t r a l Bank of I r a q - Annual Report 1963, t a b l e (53),p.216, and Q u a r t e r l y B u l l e t i n 
Ho.54, April-June 1965; Table (30) p.47. 
Table 35 
187 
The T o t a l and Annua1 Investment Allotments of the 
I r a q i Five-Years D e t a i l e d Ieonomic Plan (1961-1965) bv Major Sectors. 
fSector 
Annual Allotmente. 
T o t a l 
Allotment 
(1961-1965) 
(I.D.) 
1961-62 1962-63 1963-64 I 1964-65 ! 1965-66 
1. A g r i c u l t u r e 112990000 
I I . I n d u s t r y . • 166786000 
I I I . Transport and j 
Communications ! 136450000 
-!&-• Housing and I 
B u i l d i n g s 1 140114000 
1 
TOTAL i 556340000 
S 19782000 J 20179000 
14424000 
24860000 
38073000 
97139000 
1 
24675000 
22760000 
39607000 
32410000 : 29300000 
;108056000 11764000 
24698000 
43OC8GO0 
• 30792000 t 25457000 i 24009000 
255710C0 
45072000 
27980OG0 ! 21490000 
119605000 
21783000 ! 
113916000! 
i 
Source Republic of I r a q - M i n i s t r y of Guidance - The Five-Years D e t a i l e d Economic 
pla n jLaw Np.70,1961), Table l , p . l l . 
Table 36 188 
The Relative D i s t r i b u t i o n of the Total Investment 
Allotments ol Irag*a Detailed Economic Plan (1961*65) 
by Major'Sectors. 
Sector ' Total Allotment ! (1961-1965) 
i ( l . C . ) 
1. Agriculture 
XI. Industry 
112990000 
166786000 
III.Transport and ; 
Communications . 136450000 
20% 
25% 
IV,Housing and 
Buildings 
TOTAL. 
140114000 
556340000 
23% 
100 
Source i Calculated from table 35 
189 
Investment Allocation i n Iraq's Development Dudget 
Recommended by fhe l.B.R^D. Mission for (1952-1964) 
Sector 
> j 
; Expenditure 
; (I.D.m.) 
! % 
i 
• I . Agriculture 62.7 j 
II . I n d u s t r y 37.0 j 22% . 
I I I . Transport and Coummications 31.0 
t i 
' .16% 
IV, Other* 37.8 23% 
Totals ; 168.5 100% 
* Includes expenditure i n Community f a c i l i t i e s , education! health, and miscellaneous expenditure. 
Source J l.B.It.D. 'The Economic Development of 
Iraq" (Johns Hopkins Press - Baltimore 1953). 
Investment A l l o c a t i o n An the P r o v i s i o n a l 
Economic I Ian (1959*1963,). 
/ Law No.181.(1959) /* 
Sector Expenditure 
(I.D.m.) 
I I . Agriculture 
I I . Industry 
I I I . Tr ansport and Communications 
IV. Housing and Buildings, 
Totals 
47.9 
38.7 
100.9 
204,7 
392,2 
12% 
10% 
26% 
52ft 
* Includes some expenditure i n health' and education. 
Source t Central Bank of Iraq • Annual Report 
. . 1939 - Table (8),p.43. 
Table 39 
The P-e l a t ive JDlstr iba t i o n of Inves treen* A1 lotrocnts 
I n the Government's Sector of Selected Countries. 
• Sector • j 
(1) 
U.A.R. . India ! * t 
hi 
Poland 
| (4) 
(Czechoslovakia • • \ •• 
> ' 
' (Si; 
I r a q ,: 
: i 
. i 
; I . A g r i c u l t u r e 1 
f 
26.9 
5 
i 
22.9 1 
* 
11.0 
i ! 
' 11.5 20 
| I I . I n d u s t r y ( 37.3 
-
27.4 i 46.3 | . 39.9 . j 30 ; 
\ I I I . T r a n s p o r t and I 
Communications j 
° 
11.5 
. j 
28.9 j 10.2 ! i 1 21.8 j 25 | 
i • 
IV. Other Sectors. ! 
i 
24.3 20,8 | 32.5 1 j 36.8 j 25 1 
T o t a l s j 
. . ' i 
100^ 
i 
lOOv ' | 
' • ! 
IOOTJ j IOCS r 100?) | 
(1) Ten Year Development Plan (1960-1970) ££ut the above data r e f e r t o f i r s t f i v e years.?. 
(2) Second Five-Year Plan 1956-1961. 
(3) Expenditure 1950-58. 
( 4 ) Expenditure 1950-56. 
(5) D e t a i l e d Five-Yetrs Plan 1961-1965. 
Source « Republic of I r a q - M i n i s t r y of Guidance - Tim Five-Years d e t a i l e d Iconomic Plan,op.cit.p.75. 
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